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ADMINISTRATION AND OPERATION OF THE LOAN 
GUARANTY AND DIRECT LOAN PROGRAMS OF THE 
VETERANS’ ADMINISTRATION 





FRIDAY, JANUARY 20, 1956 


House OF REPRESENTATIVES, 
CoMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D. C. 

The committee met at 10:10 a. m., pursuant to call, in room 356, 
Old House Office Building, Hon. diin E. Teague (chairman) 
presiding. 

The Cuatrman. The committee will come to order. It seems that 
the weather has delayed a few of our members, but we will go ahead 
with the hearing. 

I am sure that everyone in this room realizes the importance of 
the VA housing program and the part it is playing in the housing 
industry for the country at this time. I am sure that everybody 
realizes the cutoff date for the VA program. 

We are going to have some hearings and try to go through this 
program from A to Z, in an attempt to be sure that the Congress and 
that the Veterans’ Administration are doing everything possible. 

We have had a number of complaints from different Members of 
Congress as to the housing situation in their districts, and we have 
invited those Members to come here this morning to tell the committee 
what they would like to tell. 

We will first hear from Congressman John Vorys, of Ohio. 


STATEMENT OF HON. JOHN M. VORYS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OHIO 


Mr. Vorys. Thank you, Mr. Chairman. 

I appreciate the opportunity to report to you on the William H. 
Davis subdivision, a Columbus, Ohio, project on which the Veterans’ 
Administration guaranteed payment of loans. This project was 
started in 1953 and up until March 22, 1955, the Veterans’ Adminis- 
tration had had only 9 written complaints, of which 2 of them had 
come back and complained further. 

However, there was dissatisfaction up there and on March 13, 1955, 
there was a meeting of the veterans to see what might be done. 

On March 22 there was a windstorm with rain which resulted in 
the furnaces not functioning and in considerable flooding. This 
brought the whole matter to a head. 

I did not know of any complaints with reference to this subdivision 
until I saw the newspaper accounts following this windstorm, and 
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on March 25 one of the veterans wrote me. I answered him on the 
ist. 

On the 29th Mr. Davis made an offer to repair or te buy back all 
the homes if any violations of the contract or of the cited code were 
found by disinterested inspectors, and on March 31, 4 veterans met 
with 7 of the Veterans’ Administration officials. 

On April 5 there was a sort of general agreement to pick out the 
home of Orville Harrington, 3525 Hoganstead Drive, as sort of a 
guinea-pig house that represented the typical complaints, and the 
builder said that he would work on that house. He had to tear down 
certain partitions, and so forth, to get at it. That was to be the 
typical house on which complaints were centered, and these agreed 
repairs would be made. 

Therefore, all of this started off very happily. Mr. William L. 
Lehman, assistant city service director in charge of building inspec- 
tion, made an inspection on behalf of the city and found viola- 
tions of the city code. He urged that action be taken. 

The Federal grand jury was convened, and on April 12 the grand 
jury inspected the subdivision. It happened that I was home on that 
day and also made an inspection, not knowing that the grand jury 
was to make one, and it was assumed that the grand jury and I were 
inspecting together, which was not the case. 

On April 20 Mr. Metzger, the attorney for the Veterans’ Admin- 
istration office met in Cincinnati, met with the veterans, and the 
veterans’ committee made something of a transcription report to me 
and others of this meeting. 

If I may, I wish to quote what it was reported to me that Mr. 
Metzger said, because I shall come back to that later. 

Mr. Metzger stated that the only practical recourse to get repairs done that 
Mr. Davis refused to do is to sue him. He stated that the United States Gov- 


ernment cannot bring a civil suit. Suit would have to be between veteran and 
builder. 


In reply to a statement by a homeowner that we would demand a congres- 
sional investigation, Mr. Metzger said he believed the system was wrong, that 
Congress had not given the VA powers enough to begin with, and that he would 
welcome an investigation. He would say to Congress, “Either get out or give 
power to enforce.” 


This last direct quotation was given in another form: 


Either have the Veterans’ Administration get out of the housing business 
or give the Veterans’ Administration power to enforce contracts. 

On May 14 there was a conference here in my Washington office. 

On May 11 the Veterans’ Administration suspended Davis as a 
builder. That was and is the only power, the only club, as I un- 
derstand it, that the Veterans’ Administration has, the only legal 
remedy in such cases. 

Now, later on the Veterans’ Administration and Mr. Davis agreed 
on a general plan by which these repairs would be made, and that 
work continued through the summer. There were reports every few 
weeks to the Veterans’ Administration. I received copies of those 
and have the objections and corrections. 

In October the grand jury, which had been in recess pending a 
rather exhaustive investigation by the district attorney to prepare 
for the grand jury hearing. I think I can summarize for the pur- 
poses of the committee the whole situation as it would reflect on what 
can be done further on this particular project and, for its value 
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to the committee in considering future legislation, by reading to you 
the grand jury’s report. 

I do not have copies enough to go around. I furnished the chair- 
man with one. The gr and jury's report was turned over to the 
chairman some time ago, as I understand. 

First, as to a summary of what the grand jury went into, they 
spent 21 days and examined 209 witnesses. 

The evidence consisted of 2,700 pages of oral testimony and the 
books, records, check stubs, canceled checks, vouc hers, and corres- 
pondence of the builder, of the 16 corporations controlled by hin, 
of 22 subcontractors, and of the Veterans’ Administration, and the 
photographs, reports, and records offered by William L. Lehman, 
assistant director of public safety of the city of Columbus, Ohio. 

The grand jury first made its report to Judge Underwood as follows : 


We, the grand jurors of the United States for the southern judicial district of 
Ohio, at the term thereof, empaneled and sworn on the 12th day of April 1955, 
at Columbus, Ohio, and reempaneled at Columbus, Ohio, on the 17th day of Octo- 
ber 1955, on which date 5 new grand jurors were sworn to replace 5 who had 
previously been members of the panel and had been excused by the court from 
service on the grand jury, to consider violations of Federal statutes, have the 
honor to make our report as follows: 

In the matter of the investigation of the veterans’ housing program wherein 
the mortgages on houses in what is known as the William H. Davis subdivision 
in Columbus and Franklin County, Ohio, were guaranteed by the Veterans’ Ad- 
ministration, we have been in session 21 days and have examined 209 witnesses. 
We have returned no true bills and have concluded such investigation at this 
time. 


It is signed by Ear] Folk, foreman. 

That concluded the official work of the grand jury. They found no 
crime had been committed. However, the *y filed a supplementary re- 
port and this report by the 23 disinterested persons, having spent 21 
days on it with this voluminous evidence, I think, is certainly the best 
summary that I could present to the committee. I shall read it and 
comment on it,if Imay. It is not very long. 


DECEMBER 12, 1955. 
To: Hon. MELL G. UNDERWOOD, 
Chief Judge, United States District Court, Southern District of Ohio, 
Columbus, Ohio: 

After hearing evidence given by some 209 witnesses, including 167 veterans 
living in the William H. Davis subdivision, Columbus, Ohio, the Federal grand 
jury assigned by you to investigate this subdivision, of which the Veterans’ 
Administraton of the Federal Government has guaranteed payment of the loans 
on the homes in this subdivision, submit the following supplementary report : 

1. There was little or no competent supervision during the construction of 
this subdivision. 

2. Every subcontractor, possibly excepting the man who weatlherstripped the 
doors, was guilty of gross negligence and sloppy, careless work. 

3. In several instances substitution of inferior materials was permitted and 
used in place of materials called for in “specs.” 


That is the word used in their report for specifications. May I say 
that this report in its at times homely phrasing shows that it was a 
homemade document by this grand jury. 


4. The carpenter subcontractor was either ignorant of what comprises good 
construction or was intentionally guilty of poor, careless work. 

5. The subcontractor who dug the trenches for the footers was careless in 
measurements. 

6. The subcontractor pouring the cement footers was also careless in measure- 
ments as evidence shows that in some cases the concrete blocks, when laid to fit 
the dimensions of the house, did not rest or fit properly on the footer, and in the 
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pouring of the cement slab there was undue carelessness in following “Specs,” 
especially so as pertains to proper bedding of heating conduits, leveling, and 
proper thickness of slab. 


I want to interrupt to say that I have here a series of photographs 
taken by the Columbus Fire Department and I think it might be 
helpful, as I read this report, for the committee to look at them. It 
will help to visualize some of these criticisms and the committee mem- 
bers may put themselves in my place and in the places of others who 
inspected the building. 

I have already referred to the carpenter subcontractor and the sub- 
contractor who dug the trenches for the footers, and poured the footers. 


7. The “pre-fab” subcontractor was especially careless in selecting materials 
as called for in “Specs” for the manufacturing of the walls, partitions, trusses, 
ete. Materials used were often of poorer quality and lower grade than called 
for in “Specs.” Evidence will bear out the fact that many pre-fab units used 
were poorly manufactured. 

8. Again, as mentioned before, many units were used which should have been 
rejected. Also, regardless of this, the subcontractor responsible for the joining 
or application of these units on the homesite was very careless and lax in the 
proper joining or assembling of these units. 

9. The faulty construction and poor application of the units, plus careless 
insulation, caused such a condition as to make it impossible to properly heat 
these homes, due to the vast amount of air infiltration through cracks around 
the perimeter plate, the window frames, and doors, the electrical outlet openings, 
the joining of pre-fab units, and the plumbing openings—all contributed to the 
inefficiency of the heating units which in many homes were not properly installed. 

10. The subcontractor doing the dry-wall work was either not trained for this 
type of work or used untrained workmen poorly supervised. 

11. The subcontractor laying the floors often completed the work when slabs 
were not properly prepared for laying and at times when houses were not prop- 
erly heated, conducive to good work. 

12. Shoe mold which was very necessary was originally omitted from all 
homes. 

15. “Specs” called for three coats of paint. Only two coats were contracted 
for. Evidence was given that the pre-fab manufacturer recommended and 
stated that the base or prime coat applied by them was as good as two coats of 
regular paint and this recommendation was accepted and passed by inspectors. 

14. The subcontractor doing the electrical work was careless in that wall 
sockets often were not square or properly fitted; openings cut in dry walls 
were often too large, permitting infiltration of air; some of the outlets were 
poorly anchored. 

15. The subcontractor doing the grading was careless in that water often 
drained toward the house, especially in backyards. Evidence shows that in 
many homes water penetrated through outer foundation walls, then under cement 
slab tloor and into the heating ducts. Water sometimes collected in floor-heat 
registers. 

16. From the evidence at hand the Veterans’ Administration was very lax 
in the following ways: 

(a) Making thorough and proper inspections, 

(b) In permitting the VA stamp of approval to be used on these homes, 

(c) In employing inspectors either not qualified or lax in making in- 
spections. 

Many of the purchasers of these homes trusted the VA and because of VA 
approval, took for granted that they were being treated fairly and squarely, 
therefore were anxious to take advantage of what they supposed was a “good 
deal” for them. 

17. The very fact that the original owner and promoter of this subdivision has 
publicized his extreme willingness to “right all wrongs” leads this jury to believe 
he admits guilt insofar as faulty construction, and in many instances the use of 
inferior materials, is concerned. However, testimony before this grand jury 
shows that he has been reluctant to follow through to the extent of his original 
statements regarding adjustments or repairs. His real policy appears to be one 
of compromise or bargaining with each individual purchaser. 
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18. Testimony shows that the majority of the purchasers, in arriving at a 
“compromise” or “bargaining” basis, signed a “release,” feeling this was a “must” 
in order to share in the “benefits.” Evidence also shows that some purchasers 
signed a release unknowlingly, thinking they were signing a “work order” or 
“permit” to enter a home. 

It is the opinion of the grand jury, after hearing the evidence by testimony, 
that these homes are faulty due to: 

1. Incompetent and careless supervision in construction from beginning to end. 

2. Lax and careless inspections by the VA and its agents. 

3. Evidence proved that this subdivision was promoted and constructed when 
the demand for housing was such as to induce a sellers’ ready market. Such 
being the case, little effort was devoted to sales and much stress was exerted 
toward completing the subdivision just as rapidly as possible, regardless of 
whether the work was done right or wrong. Inspectors showed an inclination 
to take too much for granted and allowed this careless, sloppy type of work to 
be approved. 

4. Evidence failed to show any graft, bribery, or any infractions against 
the United States Government which the majority of this grand jury feels were 
intentional. 

Earv Foix, Foreman. 

We, the grand jury, wish to commend Hugh K. Martin, United States attorney, 
and George Heitzler, assistant United States attorney, for their diligent and 
thorough presentation of all the evidence in this housing subdivision investiga- 
tion and their complete cooperation with us in their duties as our legal advisers. 
We also desire to thank Judge Underwood for his courteous and fair treatment 
accorded this grand jury. 

When I heard that this hearing was to be accorded, I might say, 
as our chairman and other members know, that from the outset I kept 
in touch with the chairman and with Mr. Jenkins, the staff member 
on housing matters, and through their guidance was able possibly to 

take part in urging the Veterans’ Administration and the builder to 
try to correct the mistakes that had earlier been made. 

‘When I found out that this hearing was to be held today, in view 
of the criticisms of the contractor and the V A, I notified them both 
when I was home last week that I wanted to appear today and was 
going to use the grand jury’s report as the best summary I knew of 
the way the thing had been done, and that, since there were criticisms 
of both of them, I would be glad to present to the committee any 
comments they cared to make on the grand jury’s report. 

I received from Mr. Fitzgerald, the manager of the Veterans’ Ad- 
ministration office in Cincinnati, a letter saying: 

DEAR Mr. Vorys: In answer to your request made to Mr. Robison, assistant 
manager, I am enclosing a copy of the letter sent by this office to Congressman 
Teague. 

At the risk of boring the members, while this is available to the 
committee, I shall read it, since this is what the Veterans’ Adminis- 
tration wanted to be presented as a comment. It is dated December 
21,1955: 

DEAR Mr. TEAGUE: You will observe that the grand jury, in addition to its 
formal report, submitted a supplemental report, containing an analysis of the 
evidence presented. The enclosed copies of these reports, as requested by you, 
are being studied carefully in this office. I consider the supplemental report, 
in the main, to be a fair evaluation of the evidence. 

All Veterans’ Administration records pertaining to the William H. Davis 
subdivision, Columbus, Ohio, were subpenaed and are still in the hands of the 
United States attorney. He has this date agreed to release them to us so that 
we may take such further remedial action as is still possible. There is enclosed 


a copy of my letter to the builder, requesting copies of all releases which he has 
obtained from the veteran home owners. 
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It is our intention to resume negotiations for corrective action with the 
builder now that the grand jury investigation has been concluded. During the 
investigation, under instructions of the United States attorney, all conversations 
and correspondence between this office and the builder ceased. Prior to the 
investigation, the builder was slow in heeding our suggestions for corrections 
and, in many instances, failed to follow them. Now that the grand jury has 
failed to indict, it is doubtful that our efforts will be any more rewarding. 
However, they will be continued until such time as a definite and final refusal 
of the builder is received. 

The builder was slow in getting started on correcting the deficiencies in these 
homes. He also showed a tendency to quibble about methods and subject matter 
during the first month of our almost constant negotiations with him. There- 
fore, on May 11, 1955, I suspended him from further participation in the program 
as a builder. This suspension is still in effect and will remain in effect pending 
the unlikely demonstration of his complete good faith. 

At the outset of the corrective work the builder agreed to furnish us with 
progress reports twice a month. Copies of these progress reports numbered 1 to 
6 and final are enclosed. It will be noted that the builder negotiated individually 
with each veteran. He stated that he expended approximately $50,000 on addi- 
tional work in this subdivision, but verbally insisted that it was mostly for main- 
tenance and not corrective action. On that basis, the builder stated that he ob- 
tained 163 releases from individual homeowners out of about 200 in the sub- 
division. Weare left with a situation where most are perhaps satisfied. It must 
also be recognized that a few of the veteran homeowners would never be satis- 
fied with anything. 

As a matter of further interest to you, I am enclosing copy of the only tran- 
scribed conference report between the builder, the homeowners representatives, 
and our Veterans’ Administration officials on June 9, 1955. This will show how 
we tried on one of several occasions to obtain a meeting of the minds between the 
principal parties and thought we had succeeded. I believe our success in this 
venture, although far from complete, has been substantial 

If you have any further suggestions, I will be glad to receive them. I will also 
send you any further reports or clarifications you desire. 


You will note that there is no comment on that inspection system in 
this letter. There were four inspections. As I understand it, the in- 
spectors received $5 a house. There was considerable testimony about 
the nature of these inspections. 

One of the inspectors died and an appraiser volunteered to be an 
inspector. 

In discussing this with the VA they said that, of course, the charges 
for inspection were included in the cost of the house and that that was 

the best they could do for $5 a house. They also said, and everyone 

agreed, that inspection is no substitute for competent supervision by 
the contractor, which was lacking, but it is quite obvious to me that 
the grand jury was correct in criticisms they made of the inspections 
by the VA, and I would hope that they would at least for the future 
have some suggestions as to how they can improve that. 

As I say, I tried to contact Mr. Davis, whom I do not know, but he 
was out of the city and I contacted his attorney and told him of this 
hearing. 

I want to read this letter, dated January 17, 1956: 

Dear Mr. Vorys: As attorneys for William H. Davis of this city, we are in 
receipt of your notice that the Veterans’ Affairs Committee of the House of 
Representatives will hold a session next Friday, January 20, 1956, for the pur- 
pose of receiving testimony relative to various housing projects which have been 
under investigation throughout the country. 

You have stated that you will file with the committee the report made by the 
grand jury of Columbus, Ohio, of its investigation into the construction of houses 
by our client and you have inquired as to the present status of the affairs in this 


subdivision, and whether there are any matters not appearing in the grand-jury 
report which would be of interest to the committee. 
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We do not agree with all of the findings made by the grand jury, but we think 
nothing would be gained by submitting any analysis of it. Both Mr. Davis and 
his son testified in full before the grand jury without any reservations, and they 
are willing to appear before your committee if the committee so desires. 


I may say that I inquired of the district attorney whether any of 
the 209 witnesses made any reservation or tried to seek immunity or 
anything like that, and I said, “If that is a proper question to ask, 
I would like to ask it.” 

He said, “The answer is ‘No,’ that none of them sought it, because, 
if they had, we would have gone to the judge and that would have 
been a matter of public record.” 

Therefore, the negative record that no reports were made to the 
judge is evidence that no one sought immunity. 


There are some matters not appearing in the report of the grand jury which 
have an important bearing on the present situation and should be presented to 
the congressional committee. 

There are 211 houses involved, and the situation with respect to the work done 
on these houses is as follows: Releases have been received, releasing the builder 
from further liability from the owners of 171; signed statements have been 
received of work desired to be done but without releases from the owners of 9; 
repurchased from the owners by the builder, 6; work doue without signed state- 
ments or leases, 17. Sold or rented and contact could not be made with the 
original owners, 9. 


That is a total of 211. 


Work has been done on all 211 houses, and the total expenditure exceeded 
$52,000, a very substantial part of which, in our opinion, constituted ordinary 
maintenance. Work remains to be done on two houses, which has only recently 
been brought to our attention. On one of these houses we have a complete 
release, and the other house is owned by a subsequent purchaser to whom we owe 
no legal obligation. Nevertheless, a contract was let in December to correct the 
trouble, and the work will be performed within the next few weeks if the 
weather permits. 

When this matter first developed the builder offered to repurchase from any 
owner his house, and to pay him the amount of his equity; that is, the difference 
between what he paid for the house and the balance due on the mortgage. 

Five homeowners sold their houses to the builder under his offer. None of 
the sales was made because the owner was dissatisfied with his house, but for 
various reasons, such as the desire for a larger house, domestic troubles, or leav- 
ing the city. Four of the five houses which the builder purchased were resold 
for the amount paid. The other has recently been acquired. 

Since June 1, 1955, 13 homes have been resold by the homeowners, not 
including the ones purchased and resold by the builder. We know the original 
purchase prices and we have estimated the resale price from the revenue 
stamps placed on the deeds and the amount of the mortgage assumed. A few 
deeds bore no stamps, and whether this was due to the fact that nothing was 
paid for the equity, or to oversight, we do not know. In all cases when stamps 
are shown, a resale price in excess of the cost is indicated. 

A detailed statement of these transactions follows.* * * 

I shall leave this letter with the committee and shall not read off this 
table, but it shows that of these 13, in 4 cases there were no revenue 
stamps, which leaves the matter as has been stated. 

In all of the other cases, the revenue stamps and amount of mortgage 
assumed indicated a resale at a price in excess of the price paid. 

To continue: 

If you or the congressional committee desire any further information, we 
will be glad to furnish it. 

Very truly yours, 
Ratpu M. Lvcas. 
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Gentlemen, that completes my summary of what happened on 
this subdivision. This is a story that started out as a very sad story. 
It has had a happier ending than might have been expected. How- 
ever, the corrections made which have been summarized were made 
actually by voluntary act of the builder, even though the fact that 
a grand jury investigation was pending and the fact that he was 
suspended may have made his action not completely voluntary. 

I have three suggestions and then I will desist, although I will be 
glad to answer questions. 

In the first place, the VA inspections were substantially a farce. 
They did not prove very much more than that there was a house be- 
ing built there. It seems to me that something could be done to im- 
prove the inspection system. 

In the second place, looking toward the future, we ceratinly should 
not depend hati on the threat of suspension or possibility of grand 
jury action as a remedy for these veterans when you have wholesale 
violations of contracts. I think that in any future extension of the 
VA housing program, some provision should be made for simple ac- 
tion, a collective suit, a class suit by the VA on behalf of those in 
the subdivision. 

What happened out there was that time and again the veteran 
would go to a lawyer. He would find out what it would cost him to 
bring a suit and then he would not go ahead. There are instances 
where some lawyer has gone around and gotten a lot of cases. I think 
that we all feel that that is not the sort of remedy that we should 
recommend to leave for the veterans. 

I think, therefore, that this committee should very carefully weigh 
this matter of collective civil action by the Veterans’ erence en 
on behalf of veterans where they are so similarly situated. I do not 
know the extent to which your committee has gone into that. If 
you have already studied that, you know that it has its legal compli- 

cations. If you have not, I would be glad to go into it further. 

Third, I suggest that from now on in we do not do the veterans 
a greater service when we give them the opportunity to buy houses 
with nothing down and : 30 years to pay. In 30 years they are 
going to be paying about 68 percent of the value of the house in 
interest. 

The grand jury says that the Veterans’ Administration was very lax 
in permitting the VA stamp of approval to be used on these homes. 

Now, I have here the pamphlets that were handed to the veterans 
at about this time. This is one issued in May 1953. At the end of 
the pamphlet it says on one page: 


What the VA does for the home-buying veteran. 
On the other side it says: 
What the VA does not do. 


And here are some of the things that the veteran was warned that the 
VA does not do: 


Guarantee that the house is free of defect. Act as your attorney. VA cannot 
compel a builder to remedy defects in construction, or otherwise compel him to 
live up to his contract with you. VA cannot guarantee that you will be com- 
pletely satisfied with the house or resell the house at the price you paid. 

VA cannot guarantee that you are making a good investment. This is a deci- 
sion that only you can make. 





. 
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Similar warnings were scattered through the pamphlets. In spite 
of those warnings, there is this statement on page ¢ 

The Government inspections are to see to it that the house is constructed 
according to the plans and specifications originally filed with the VA and that it 
meets the minimum property requirements established by the Government. This 
VA inspection service is valuable to you because it helps assure that your builder 
follows those construction practices advocated by the Government to assure 
sound structure. It does not give you architectural supervision and does not 
assure you that you will be completely satisfied with what you get. 

Your main reliance must be on the reputation and intergrity of the builder from 
whom you choose to buy. 

Now, that is the record of where the VA cautioned the veteran that 
they were not trying to substitute their judgment for his. However, 
one after the other of the boys in this subdivision said to me, “Con- 
gressman, if Uncle Sam arrives at some plans and then has inspections 
to see how the plans are carried out, and then underwrites the thing 
103 percent of the appraised value because, as you know, there were 
added to the mortgage part of the closing costs, ‘then he has passed on 
the plans and inspec ted it.’ 

The CHatrmMan. These papers were given to the veteran by the 
Veterans’ Administration prior to purchasing his home ? 

Mr. Vorys. I say that this pamphlet which I will leave here was 
handed out in VA offices, in addition to all statements made by the 
VA. I would not want to say that these particular pamphlets were 
handed to these particular veterans. I got one of these through one of 
the veterans. They are “to the house- buying veteran’ and “A guide 
for voheaud planning to buy or build homes w ‘ith a GI loan.” 

The Cuarrman. Did you question the veterans at all as to whether 
or not they were warned and whether this was explained to them ? 
When they bought the house, did they know what they were going into ? 

Mr. Vorys. Yes. As I say, the oral statement of the veterans to me 
was, when I said to them, “Didn’t you know what the VA does not 
dio?” they replied, “We saw those. We did not read it carefully.” 

They said, “Congressman, if Uncle Sam is willing to underwrite this 
thing 103 percent after he has passed on the plans and inspected it, we 
are not builders or architects, and what is good enough for Uncle Sam 
is good enough for us.” 

I am pointing out that the fact that the Government underwrites 
this thing 103 percent is something that the veteran relies on whether 
you warn 1 him that he should not, or not. 

As a matter of fact, should he not be able to rely on it? Should 
we not have protection for Uncle Sam’s money ? 

Now, there are two ways to do it. One would be to have more 
careful inspections. The other way I suggest is to have the veteran 
have to make some sort of a deposit on this home so that that is a 
warning to him, and the only way you can effectively warn him 
that Uncle Sam is merely protecting Uncle Sam’s part of it and that 
the veteran has to look out for part of it himself. 

The CHatrman. If the minimum inspection had to be met for the 
veterans to get the minimum requirements, this trouble would not 
have occurred here, would it ? 

Mr. Vorys. If the inspections had been as good as the sentence I 
read to you, we would not have heard of the William H. Davis case. 
The CHarrmMan. Do you know whether they inspected them or just 
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drove through the subdivision and went back to town and collected 
their $5? 

Mr. Vorys. They moved pretty fast. If you give a fellow a row of 
houses to inspect thoroughly for $5 a house, he will not be making 
much money; but if he moves fast, an inspector can make quite a 
good living out of it. 

Some of you gentlemen more familiar with building than I am 
can appreciate this: It was pointed out further to me on this matter 
of the difference between an inspection and supervision that there is 
not any kind of a periodic inspection that can take the place of proper 
supervision. ‘The VA was quite correct in warning the veteran that: 

Your main reliance must be on the reputation and integrity of the builder 
from whom you choose to buy. 

For instance, on this matter of laying the concrete slabs, the in- 
spector goes down and looks just before the slab is laid to see the 
steel and the sort of paper tubing that, when enclosed in cement, con- 
stitutes the heating system. The concrete had to go under that or 
else you would have paper tubing as your system, and in certain spots 
which I saw you can see gri ivel where the cement had not gone 
underneath. 

Unless an inspector would dig a hole under the building and have 
a periscope, he cannot tell for sure how the concrete is being poured. 

This was pointed out to me as part of the limitations of periodic 
inspection. At the same time, it seems to me that, if these inspections 
are typical, that certainly the reliance is almost solely on the builder’s 
supe rvision, 

The Cuamman. Mr. Haley, do you have a question ? 

Mr. Harry. Yes; I would like to ask the distinguished gentleman 
from the State of Ohio if there are any regulations or any methods 
of controlling a situation of this kind where the *y could, for instance, 
deny the builder further right to build ? 

Mr. Vorys. Well, there is a city building inspection and Mr. Leh- 
man, to whom I have referred, was the head of that. They make 
inspections with reference to the city code and they can, of course, 
prohibit a builder from building any more. 

I have in mind that a furnace man had his license to put in fur- 
naces revoked by the city authorities, so that there was a city inspec- 
tion on these houses. 

Mr. Harry. Apparently, though, it is not adequate. 

Mr. Stsk. Would the gentleman yield right there ? 

Mr. Harey. Yes. 

Mr. Stsx. I believe you made the statement that there were vio- 
lations of the city code in this construction ? 

Mr. Vorys. Yes. 

Mr. Stsk. What attitude did the city inspectors take with refer- 
ence to the violations? Did they know that the violations existed at 
the time they occurred ? 

Mr. Vorys. No. 

Mr. Epmonpson. Mr. Chairman ? 

The Cuatrman. Mr. Edmondson. 

Mr. Epmonpson. Do you yield? 

Mr. Haney. I yield. 
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Mr. Vorys. Could I say that, of course, the city code did not re- 
quire the type of inspection that a 100 percent guaranty by the VA 
would require of the VA; that is, a total construction of the house. 
Only certain items were covered by the city code. 

Mr. Epmonpson. I want to thank the gentleman for bringing to 
the full committee a story which the Subcommittee on Housing has 
heard in several other communities in the country. I want to assure 
you that this same pattern has unfortunately been presented in several 
other communities. 

I would like to ask the gentleman if this inspection service, which 
he has described I think as a farce and which the grand jury has 
described as “careless and lax and unqualified,” to his knowledge, 
has been altered or changed either in personnel or in practices in the 
area where he has knowledge of what goes on. 

Mr. Vorys. I know of no changes. 

Mr. Epmonpson. The men who made these inspections that the 
grand jury report described as “careless and unqualified” are still 
inspecting ¢ 

Mr. Vorys. One of them, named Fred Hertz I believe, is dead. A 
Mr. French, an appraiser who took his place as an accommodation, 
I do not think is inspecting. 

I would not want to state as to whether the personnel of inspectors 
has been changed. I do not know of any systematic arrangements. 

Mr. Epmonpson. Do you know of any admonitions or any new 
policies as to inspections that have been put into effect there? 

Mr. Vorys. | am not familiar with any if they have been put in. 
[ am not a very good witness on that in that the fact that I know 
of none does not mean that they have not taken steps to make the 
inspections more effective. 

Mr. Epmonpson. The practice here has been the same as in other 
inspections, that is, $5 per inspection per house / 

Mr. Vorys. That is right. 

Mr. Epmonpson. If they do three inspections on the house, they 
collect $15 rather than $5 ? 

Mr. Vorys. It is $20 a house for a prefab house, as [ understand it. 

Mr. Epmonpson. Does the gentleman feel that this is an inadequate 
sum to get a rom inspection / 

Mr. Vorys. I do not know enough about building to answer that. 

It seems to me that the inspection should properly be a charge 
against the house, but that means that, financially, the whole thing 
is tied up with the builder and the mortgagee, and so forth, since the 
money has to come from that direction. 

If the VA were to attempt to put on salaried inspectors, that would 
become, I would think, a rather expensive way to proceed. However, 
it seems to me that there must be some way in which the V A’s salaried 
people could check on inspectors more than they did in this instance. 

Mr. Epmonpson. I have no further questions. 

The CHatrmMan. Are there any other questions? 

Mr. Avery. I believe, Mr. Vorys, that I caught these figures: that 
there were 211 houses in this development and 169 releases were ob- 
tained by the contractor from the purchasers ¢ 
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Mr. Vorys. 171 according to the attorney for the builder. I think 
that in this earlier letter from Mr. Fitzgerald, the manager for the 
Veterans’ Administration, he used the figure 169. He says: 

The builder stated that he obtained about 168 releases from individual home- 
out of about 200 in the subdivision. 

The builder gives the exact figures, 211, and 171. 

Mr. Avery. My question is this: 

From any conversation you had with any of the parties involved 
here, was there any suggestion of collusion or undue pressure on the 
part of the contractor to get around quickly and get releases when 
this picture began to cloud up a little bit? 

Mr. Vorys. Well, the builder put two men on who were sort of like 
adjusters. They went around and asked what repairs the owner 
wanted, and then presented releases, and that is summarized. 

Mr. Avery. What is the timing in that particular? About when did 
the so-called adjusters go around in relation to the hearings before the 
grand jury? 

Mr. Vorys. This was during the summer. It ran through the 
summer. 

At one time I know I contacted the builder and he said: “This work 
won't be finished until fall.” 

I said: “Do you mean that you are not going to do this work 
until fall? You had better make it faster.” 

I do not know whether that suggestion had any effect or not but, 
in any case, after a good bit of stalling and arguing back and forth 
that went on for weeks and months, the builder finally got a repair 
crew together and there were many instances where the same thing 
needed to be done on house after house; grouting, for instance, that 
had been left off of houses that would have been very cheap to put 
on when you built the house and was quite difficult and expensive 
to squirt in there after the house was built. 

That was done right down a row of houses. 

At the time that the builder was contacting homeowners to find out 
what they wanted done, he was presenting releases, and there are the 
kind of stories and arguments that you hear with reference to insur- 
ance adjusters or others. 

The adjusters themselves and the builder assert that they were very 
fair in the matter. Some of the veterans say that they were high- 
pressured. The grand jury refers to that. 

Mr. Avery. What is the timing’ I follow you on this particular 
procedure about which you spoke, but I am trying to establish this 
point: Was this at a time previous or subsequent to the grand jury? 

Mr. Vorys. The grand jury was convened in early April. It was 
then recessed until October 17, during which time the Department of 
Justice, the VA, possibly the FBI, investigated. 

[ have purposely not tried to pry into the grand-jury proceedings 
too far, but the word that was given out was that the various Federal 
agencies were completing their investigation of this matter which in- 
volved 22 subcontractors and 16 corporations controlled by this 
builder. 

There was a long hiatus while the material to present to the grand 
jury was being assembled. Then the grand jury continued in almost 
continuous session from the 17th day of October up until December 12. 
At least they had 21 days of hearings in there. 
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Mr. Avery. Then I gather that it would be reasonable to assume 
ihat this gesture on the part of the contractor in retaining these 
adjusters and go around and try to resolve these differences was sub- 
sequent to this investigation by the grand jury? 

Mr. Vorys. It paralleled it, and any of the committee members can 
draw their own conclusions as to whether the pendency of.a grand- 
jury investigation was a spur to the builder or not. 

Mr. Avery. That is the point I am trying to make. 

Mr. Vorys. I do not think that Congress ought to plan to have the 
pendency of grand-jury investigations be a remedy to spur a builder. 

Mr. Avery. I agree with you. 

Mr. Vorys. But you can draw your own conclusions as to whether 
that had any effect. The grand jury, however, was not meeting, not 
actually in session during the period that all of these repairs and ad- 
justments were being made. The thing was pretty well cleaned up 
when the grand jury convened. 

Mr. Avery. Maybe I can phrase the question once more in this way : 

Was there any suggestion of any correction on the part of the con- 
tractor previous to the grand-jury meeting? 

Mr. Vorys. Yes. This windstorm which hit really blew the thing 
open. It occurred on March 22, 1955. On March 29, Davis wrote, I 
think, to the V Aand sent me a copy and gave a copy to the news- 
papers, and so forth, and offered to repair or buy back all of the 
houses and, if the committee does not have that letter, it might be 
helpful for the committee to have that letter. So that the grand jury 
had not been convened, I believe, by March 29. I think it was con- 
vened on April 12 and the builder had made this offer. 

Mr. Avery. He had made the original gesture? 

Mr. Vorys. He had not done very much about it and possibly there 
was not time by the time the grand jury convened, but he did make his 
offer prior to the convening of the grand jury. 

The Cuatrman. Mrs. Rogers. 

Mrs. Rogers. I am sorry to have missed hearing all that my col- 
league had to say. I know his ability and thoroughness. 

I do not want to ask the same questions that have already been 
asked, but there is one question which I would like to ask. That is, Do 
you feel that this is an isolated case or that there are other contractors 
that have done the same thing in the building of the veterans’ housing? 

Mr. Vorys. Without any great deal of study, I would think that 
there may be a number of subdivisions over the country that are 
in somewhat similar situation but, due to various circumstances, they 
have not had the heat and light thrown on them that was thrown on 
this one. 

Mrs. Rogers. Do you think there were a number in Ohio? 

Mr. Vorys. I have heard rumors that there were others in Ohio. 
I have no definite information that would indicate that this is typical. 
I do not think it is unique. It is somewhere in between unique and 
typical. 

The CuarrMan. Mrs. Rogers, before you came in, the chairman of 
our Subcommittee on Housing, Mr. Edmondson, stated that this is 
certainly not an isolated situation, as the Subcommittee found in its 
trip this summer throughout the country. 


72303—56——2 
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Mr. Vorys. May I say that, in my contact with Mr. Edmondson 
and members of his subcommittee and with Mr. Jenkins while they 
were advising me as to helpful steps that might be taken, I found 
that our case was not unique. 

May I also say that, although early in the matter a demand was 
made for a congressional investigation, after talking with the chair- 
man and with Mr. Edmondson’s ‘predecessor, Mr. Ayres of Ohio, and 
others, it was felt that it would not be in order to have a congressional 
investigation, which should be a wide-open investigation, while the 
grand-jury investigation was going on, so that this is about as early 
a time as this committee, at le ast in my judgment, could effectively go 
into this matter in a formal way. 

Mr. Suvurorp. Mr. Chairman. 

The CHairman. Mr. Shuford. 

Mr. Suvurorp. Mr. Vorys, I want to thank you very much for bring- 
ing this situation in Ohio to the attention of the committee. We 
understand that it does obtain in other sections of the country. 

There is one line that I would like to follow. Had this contractor, 
Mr. Davis, been engaged in the contracting business in Columbus, 
Ohio, for any length of time prior to the development of this sub- 
division ¢ 

Mr. Vorys. Yes. He states, I think, in something that I read here, 
that he has built over 2,000 houses and he has pending others with 
VA insurance. 

Mr. Suvurorp. So he was a recognized builder in your community 
there ? 

Mr. Vorys. Qh, yes. 

Mr. Suvrorp. And he was well-known? 

Mr. Vorys. Yes. 

Mr, Suurorp. Thank you very much. That is all. 


Mr. Sisk. Mr. Chairman, I have just one question which I would 
like to ask. 


The Cuarmman. Mr. Sisk. 

Mr. Sisk. In view of what statements you have made, do you feel 
that the type of inspection that was made on these homes helped one 
bit, or is it your feeling that the homes would have been just as good 
if there had not been any inspection at all? 

Mr. Vorys. Well, maybe when I used the word “farce” that was 
too strong. I think that the fact that a Government inspector is 
coming around has a healthy effect on a contractor and on subcon- 
tractors, even though they do not inspect very thoroughly. 

You are giving me kind of a hypothetical proposition. I think that 
the fact that there is inspection is a good thing. 

Mr. Sisk. My reason for asking that particular question was due 
to the fact that, of course, yours is not certainly an isolated case. 

I had a case in my own district and, in fact, the committee was out 
there. I came to the conclusion that, actually, the quality of the homes 
that the veterans are getting is dependent on the reputableness of the 
builder, and I came to the conclusion that the inspection was a com- 
plete loss and they might as well have thrown the $5 for inspection out 
the window so far as improving the quality of the homes. 

This, to a certain extent, bears out my idea under the present system 
of inspection. 
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Mr. Vorys. This is what the VA says to the home-buying veteran 
on page 7: 

Your main reliance must be on the reputation and integrity of the builder from 
whom you choose to buy. 

Mr. EpmMonpson. Will the gentleman yield ? 

Mr. Sisk. Yes. 

Mr. Epmonpson. Does not the fact that these inspections are taking 
place operate to lower the vigilance and supervision of the veteran him- 
self, to make him think that there is no need for him to check it care- 
fully because it is being inspected by Government inspectors / 

Mr. Vorys. Undoubtedly. 

Mr. Sisk. We had testimony of a builder who made this statement: 

Well, the inspector was out there looking it over so I assumed that if he 
would pass it it would be all right. I didn’t pay any particular attention to what 
they were doing. 

So, according to his own testimony, he would have built a better 
home if there had been no inspection. 

Mr. Suvurorp. Mr. Chairman, I would like to read into the record 
at this point a letter addressed to you from the Federal Housing Ad- 
ministrator, dated January 13, 1955: 

Re William H. Davis, builder. 
Mr. OLIN E. TEAGUE, 
Congressman, Sixth District, Texas, 
House Office Building, Washington, D.C. 

DEAR Mr. TEAGUE: In reference to your telegram of January 13, 1956, the 
following is a brief report of our experience with the builder, William H. Davis. 

During March of 1954, Mr. Davis submitted application for approximately 29 
doubles to be constructed under our supervision on Frank Road, Franklin Town- 
ship, Franklin County, Ohio. Of these 29, we insured 16. In January of 1954, 
two applications were received for single houses which were allowed to expire 
and never insured by us. In February of 1955 Mr. Davis submitted two singl 
applications for sites in Westerville, Ohio. Commitments on these two singles 
were allowed to expire. 

During the past year, Mr. Davis has submitted several plots of land for our 
subdivision analysis. He then would sell these lots to other builders. In other 
words, he has been merely a land developer. 

If there is further information you desire, please do not hesitate to call upon 
me. 

It is signed by Forrest P. Smith, director. 

It appears to me, Mr. Chairman, that this goes back a little deeper 
than just the inspection. It goes back to the original approval of the 
subdivision and where the VA is accepting these subdivisions from 
people who are only land developers for purely specul: ative purposes 
and who are not ac tually builders. 

So, to tie it in, if you are going to have land speculators preying 
on the veteran, some type of even better inspection than has obtained 
should be guaranteed to the veteran because it is nothing but a land 
speculator who is putting up these houses. 

The CHarrman. Thank you, Judge. 

Thank you, Mr. Vorys. I can assure you that until this program 
expires, this committee is going to do a lot of work along this line 
and try to throw some light on some of these situations: 

Mr. Vorys. I want to thank the committee. 

Mr. CuristorHer. I would like to ask the gentleman one question. 
Do you not believe, Mr. Vorys, that the Veterans’ Administration 
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would be better in discharging its duties to the individual veteran if 
they demanded and insisted on better and more thorough inspection 
of each and every one of these homes before the veteran was permitted 
to buy it? 

Mr. Vorys. If the Veterans’ Administration is going to make any 
inspection, then it had better be better inspection. 

Mr. CurisrorHeEr. I agree with you. 

Mr. Vorys. The other extreme would be, as Mr. Sisk suggests, for 
the Veterans’ Administration not to make any inspections at all. I 
do not know hardly how you could work that, but, answering you fur- 
ther, Mr. Christopher, the inspection has to be made during the course 
of the building. The appraisal is made, of course, before the building 
is started. 

Now, the inspection, to be any good, has to be while the building 
is being built, and it has been the practice, of course, that some of 
these houses would be sold before they are finished. 

I think that this committee has to consider this: that, whereas, after 
World War II and right after the Korean war, we had a problem of 
getting a roof over a veteran’s head, getting him out of the rain, getting 
him some sort of shelter, the building situation has developed far 
enough in this country that that is no longer the first consideration. 

Therefore, we can go at this a little more deliberately. 

In the first instance, you had to have a program that would induce 
a builder or a speculator to jump in and try to put a subdivision to- 
gether, and so forth. I do not think that we are in that situation any 
longer. 

The CuHarrMan. Mr. Kearney. 

Mr. Kearney. I would like to ask you a question which was brought 
up here about stricter supervision and inspection while building. 

Does that not mean to you, as it does to me, that in order to do that, 
the Congress of the United States will have to appropriate more money 
for the VA for the reason that you cannot get a good inspector that is 
going to stay there for $5 ? 

Mr. Vorys. Well, you can get an inspector that will inspect 50 
houses for $250. If it is $5 a house for scattered houses, you are cor- 
rect, but I am not sure that that fee is too low. 

Of course, at present that fee comes out of veterans. I think that 
if we attempted to load the whole thing onto the Veterans’ Administra- 
tion, we would have to appropriate a great deal of money. I doubt 
that it would be fair to charge the general taxpayer with the inspection 
for each individual veteran. 

Mr. Kearney. What was really in the back of my mind was this: 

Let us take the case when a civilian or a nonveteran buys his home. 
Unless he knows something about home building or has a contractor 
on whom he can depend, by the time he gets through the home builder 
has to augment the $15,000, we will say, which he paid for that home 
by $3,000 or $4,000 in order to correct some of the defects. 

In other words, you go back to your proposition of that pamphlet : 

“Let the buyer beware.” 

Mr. Vorys. I could not afford to buy a new house but I bought an 
old one this fall. I conclude that there is nothing that is going to 


prevent the axiom, “A fool and his money are soon parted”, from 
going into effect. 
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Anybody buying a home had better look into it carefully because, 
under the best conditions, everything may not be right. I know 
from talking to veterans and to Veterans’ Admsinishbation officials 
who have bought new houses themselves that they find something 
that was not quite right under the best of conditions and with the 
best of good faith on the part of everyone. 

The CHarrman. Thank you. 

Mr. Curistorner. I am trying to look at this from the standpoint 
of the veteran who buys that home. I have 43 in one development in 
my district. I will bring the folder and take it up with this committee 
as soon as I get an answer to a letter which I have written to the Vet- 
erans’ Administration in Kansas City. 

The veteran pays from $14,000 to $17,000 for his home and, the 
pamphlets warning him notwithstanding, that veteran has confidence 
in the Veterans’ Administration and in the Government that he fought 
to keep safe from aggression while he was a veteran. 

I am of the opinion that the Veterans’ Administration should be 
very careful in the sort of home they permit that veteran to buy and 
on which they put their stamp of approval because, when an inspector 
inspects that home, from the veteran’s viewpoint at least, the Veteran’s 
Administration and the Federal Government have put their stamp 
of approval on that house. That was the idea in the back of the 
minds of all the veterans to whom I talked. 

Now, the fact that these houses would have to be inspected during 
construction is no doubt true. The trouble with the housing develop- 
ment Hickman Hill was not the kind of material they used in the 
houses. The land on which the houses were built was moved in with 
a cat and bulldozer at a very dry time, and the houses were built. 
Most of them were ranch-type houses with enclosed garages as part 
of the house. 

Those houses were built, incidentally, in January and February of 
1955. They were being built a year ago. There is very little moisture 
in that country until May or June, and at that time in 1955 we had 
a series of torrential rains which resulted in the foundations settling, 
floors settling. Doors will not close or open. Window glasses were 
broken. Basements filled with water. 

They were not tiled out although they could have been, in 100 to 150 
feet, tiled out to a natural waterway. The pump was in the middle 
of the basement floor with no place to throw the water except on the 
lawn. I have not brought this before the committee up to now be- 
cause of the fact that Mr. Dancy at Kansas City asked me to wait a 
short time while he was in negotiations with the contractor, who seems 
to be a very reputable man and has several other building develop- 
ments that he hopes to sell to GI’s. 

Of course, I will admit that Mr. Dancy has a little lever on him 
there, and my last advice was that the builder had promised to rectify 
these mistakes. 

My point is that the Veterans’ Administration should be a little more 
careful with those veterans because in many cases they are too credu- 
lous. They trust the Administration and the Federal Government 
farther than they should under the circumstances, especially in view 
of that pamphlet which the gentleman has just presented to the com- 
mittee, the existence of which I was in total ignorance until he 
brought it out here. 
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I am sure that many of the veterans are in the same category. 

The Cuatrrman. Thank you, Mr. Christopher. 

Thank you, Mr. Vorys. 

We will next hear from Mr. Burr Harrison, the Congressman from 
Virginia. 

We appreciate your coming up. You may proceed in any way you 
care to pre ceed. 


STATEMENT OF HON. BURR P. HARRISON, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF VIRGINIA 


Mr. Harrison. Mr. Chairman, I am most grateful to you, and to the 
other members of this distinguished committee, for your consenting 
to hear me today in connection with the difficulties veterans of my con- 
gressional district and elsewhere have experienced in their efforts to 
obtain home financing. 

I should like to read into the record the opening paragraphs of a 
press release of the Housing and Home Finance Agency dated January 
14,1955. I quote: 


In the small and remote community of Timberville in the Shenandoah Valley 
of Virginia, two heads of families—a truckdriver and a foreman in a poultry 
processing plant—have just closed deals for the purchase of homes of their own, 
thanks to the newly established voluntary home mortgage credit program. 

This program, provided for in the Housing Act of 1954, is designed to channel 
funds for home mortgages insured by the FHA or guaranteed by the Veterans’ 
Administration into places, usually remote, where mortgage money is scarce. 
In the case at hand, the first under the program, the program met the need exactly 
as intended. 

The case began when H. E. Mason, a builder at Harrisonburg, Va., told his 
Congressinan, Burr P. Harrison, of the difficulty he was experiencing in getting 
locul lending institutions to make FHA or VA housing loans for the houses that 
workers in the community wanted him to build. 

Representative Harrison advised Mr. Mason of the existence of the voluntary 
home mortgage credit program and its purpose, and suggested he write to the 
region IV office in Washington, D. C. 





That, Mr. Chairman, was where I made my mistake. Mr. Mason 
had troubles before I told him about the VHMCP, but T don’t know 
whether he'll ever forgive me for suggesting that this new program 
might be the answer to his prayers. 

[ am not here, however, to discuss the problem of home builders but 
of the individual veterans who have been trying to buy homes. 

My congressional district includes the great Shenandoah Valley of 
Virginia and considerable adjacent territory. There is no question 
but that local private home financing under the GI-guaranteed loan 
program has been unavailable to veterans in this region for several 
years. It was logical to suppose, therefore, that this area was just the 
place for the VHMCP to help. 

The stated purpose of the VHMCP was to channel private mortgage 
money, on a voluntary basis, into small communities and rural sections 
where most big lenders had considered it relatively unprofitable to 
operate. 

In the weeks and months following the cheerful announcement 
contained in the press release from which I have quoted, I received a 
steady stream of complaints from individual veterans, reciting their 
experiences in trying to obtain either a GI-guaranteed loan or a direct 
loan from the Veterans’ Administration. 
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These veterans not only were bitter about their inability to obtain 
loans, they were indignant about demands for discount fees made on 
them. 

As the discounting practice was news to me, I took the matter up 
with the Administrator of Veterans’ Affairs. He told me, in effect, 
that it was the understanding of the Veterans’ Administration, Con- 
gress intended to give the veteran in the rural area and small town 
the same break as the veteran in the big city, and no more. 

The Administrator went on to state that discounting was an ace epted 
practice on GI-guaranteed loans in many metropolitan areas, so the 
Veterans’ Administration couldn’t rule the discounts unreasonable 
in the small town and out in the country. 

In case after case, though, this is what the veteran reported: 

He tried without success to obtain a GlI-guaranteed loan from 
local banks. This is the loan in which the Federal Government, 
through the Veterans’ Administration, merely guarantees that the 
private lender, up to certain limits, will not lose his money if the 
veteran defaults. 

2. He went to the Veterans’ Administration and applied for a direct 
loan, in which the Veterans’ Administration provides the money. 
The Veterans’ Administration told him he would be considered for : 
direct loan, but only if the new voluntary home mortgage credit aes 
gram failed to find a private lender willing to make a regular GI- 
guaranteed loan. 

A while later, the veteran heard from a private le nder. He was 
offered a GI-guaranteed loan, provided an “origination” fee of 1 per- 
cent and a “discount” fee of 2 percent or more were paid. In many 
cases across the Nation, these discount demands rose to outrageous 
figures. The Veterans’ Administration finally decided a discount of 
more than 2 percent, on top of the 1 percent origination fee, was 
unreasonable. 

4. The veteran became suspicious, understandably, about these de- 
mands for discounts. They were news to him. On making inquiries 
he found, to his complete exasperation, that the law would not permit 
him to pay the discounts, even if he agreed tothem. They would have 
to be “absorbed” by the seller of the house. In a great many cases 
small builders in the towns and rural areas had never heard of the 
discounts, either. They had decided on a selling price for the houses, 
and they refused to cut the price by the amount of the discount 
demanded. 

The veteran went back to the Veterans’ Administration with his 
story. He asked that he now be considered for a direct loan. Ob- 
viously he had been unable to close a loan with the private lender. 
The Veterans’ Administration, under its interpretation of the law, told 
the veteran that he had lost his chance—private financing was “avail- 
able” to him, and he had not taken advantage of it. 

The veteran was left out in the cold, despite the promises of his 
Government that the new VHMCP was set up to help him get a loan 
on reasonable terms, and despite the fact Congress had appropriated 
money for direct housing loans if the private loan could not be located 
for him. Meanwhile, the direct loan money, provided by the taxpay- 
ers, piled up in the Veterans’ Administration offices, without benefit 
to veterans. 
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Now, Mr. Chairman, you might well ask me: “Why are your veterans 
having all this trouble down in rural Virginia when the Veterans’ 
Administration claims ever ything is ‘hunky-dory’ in the big cities?” 

In the rural areas and in the small communities, Mr. Chairman, 
most of the houses are being built by small builders—1, 2, or 6 at 
a time. They have these houses inspected and approved for FHA- 
or GI-guaranteed financing. They set a sale price and wait for pros 
pective buyers. Nobody has told them that they should kick the 
sale price up a few hundred dollars so they will be able to absorb 
a discount fee. 

In the big cities, the builders who put up hundreds of houses in 
a single development know the ropes. They know that a discount 
will enter into the picture if a veteran wants to buy a house, and 
they give themselves a cushion in which to absorb this discount by 
padding the asking price. 

If the discount fee shows up in the settlement papers at all, it is 
shown as a payment by the seller. ‘The veteran has had no direct 
demand made on him for discount money, so he does not complain, 
but he has paid the discount anyway. 

As the Housing and Home Finance Agency announced more than 
a year ago that my congressional district was an area in which the 
worth of “the VHMCP was already being proven, } Mr. Chairman, and 
as a matter of fact I think they told me that it was an area more than 
any other in the country in which this new agency should operate 
first, I should like to invite this distinguished committee to come to 
my district and hold a hearing and let the veterans give their per- 
sonal accounts of just what has happened to them during the past 
year in their efforts to obtain homes. 

As I understand, the committee is interested at this time in many 
different aspects of the housing loan problem; I should like also 
respectfully to direct its attention to my bill, H. R. 8632, introduced 
on yesterday, which would permit eligible veterans, in certain cases, 
to have the assistance of existing loan programs for refinancing of 
homes originally acquired under conventional loans without their 
having to be in default on the original loan, or meet an unreasonable 
application deadline. 

Thank you, Mr. Chairman. 

The CHairman. Have you any questions, Mr. Edmondson ? 

Mr. Epmonpson. I just want to express my wholehearted, 100 per- 
cent agreement with what this witness, my distinguished friend from 
Virginia, has said about the operation of this voluntary credit plan. 

I think he has nailed it exactly for the way it has been operating 
in many parts of the country where all it has operated to do is to 
throw some extra brakes on the direct-loan program and to frustrate 
a lot of veterans who think the direct-loan program ought to be some- 
thing on which they can count and not have to pay out of side pocket 
to get a loan through where this direct loan program is authorized. 

On behalf of the subcommittee, if the committee chairman will 
authorize it, we will certainly be glad to go into your section there, 
Mr. Harrison, and look into this “thing on the ground to get some 
firsthand evidence from some of these veterans, which I am sure will 
support what you told us. 

Mr. Harrison. I think it would be very enlightening. 
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The CHarrman. Mrs. Rogers. 

Mrs. Rogers. I think the witness has made a fine statement. 

The Cuatrman. Are there any further questions? 

Mr. Adair? 

Mr. Aparr. You said that this young veteran was referred to the 
lending agency someplace? 

Mr. Harrison. Yes. 

Mr. Aparr. In other words, that reference came through the Vet- 
erans’ Administration ? 

Mr. Harrison. It comes through this agency, the Voluntary Home 
Mortgage Credit Agency. It came through Mr. Cole’s office. 

I have a typical case here. 

Mr. Apatr. Where was that lending agency located? Do you 
know ? 

Mr. Harrison. In Washington. 

Mr. Apatr. They referred him to an agency here ’ 

Mr. Harrison. Frederick Berens Co. here in Washington. They 
refer the moneylender to him and he hears from the moneylender. 
That is the way I understand it to operate. 

I might say that in these particular cases they announced in this 
opening statement of theirs that the deals had been closed. Some 
of them were 6 months being closed and some of them never were 
closed. They cannot be. 

If the seller will not give in, it is illegal for the veteran to pad, and 
they cannot get the seller to reduce his price and he is not allowed 
to pay it. Therefore, he goes back to the VA for a direct loan and 
they say, “Brother, you have had your chance.” 

Mr. Suurorp. Mr. Chairman, may I ask the witness one question? 

The Cuarman. Mr. Shuford. 

Mr. Suvurorp. Do you know what this 1 percent finder’s fee is? 
Who does the finding of what ? 

Mr. Harrison. That is supposed to be to help to handle the paper- 
work, I am informed. 

Mr. Suurorp. He gets a 2-percent discount in addition to that. 
Who gets the 1 percent? 

Mr. Harrison. The moneylender. He gets both of them: does 
he not? 

Mr. Suurorp. He gets 3 percent. 

Mr. Harrison. And it is only because the VA stepped in that they 
put that ceiling on that. 

Mr. Suv FORD. Then, if I understand you correctly, the law compels 
the Veterans’ Administration to seek a lender and, for the work of 
the Veterans’ Administration, they give the lender an additional 1 
percent because the VA has sent the papers to the lender? 

Mr. Harrison. I think that is a fair statement. 

Mr. Sisk. Mr. Chairman. 

The Cuatrman. Mr. Sisk, would you let Mr. McDowell come before 
the committee before adjourning for lunch ? 

Mr. Sisk. I do not have a question, but I wanted to comment that 
he brought out something very close to my heart, where the veteran 
is penalized $700 in buying a home. 

The CHatrRMAN. Thank you, Mr. Harrison. 
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Mr. Harrison. Thank you, Mr. Chairman. 
The Caatrman. We will hear Mr. McDowell, the gentleman from 
Delaware. 


STATEMENT OF HON. HARRIS B. McDOWELL, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF DELAWARE 


Mr. McDowett. Mr. Chairman, and members of the committee, 
because the time is short, I am not going to read all of this report. 

This report of investigation w ill be organized in two phases: 

Phase I: Appraisal complaints and results obtained; included in 
phase I mention will be made of the depreciating effect of the United 
Sti ites Air Force base, New Castle County Airbase, W ilmington, Del. 

Phase IT: Construction complaints. The report will cover a period 
of from April 1955 to date. 


PHASE I. APPRAISAL COMPLAINTS 


In April 1955, the first letter of complaint wes received in my office, 
specific reference to discourteous and impolite treatment of a veteran 
by an employee of the appraisal section of the Wilmington Veterans’ 
Administration loan guarantee office. Included in this complaint 
was a charge of arbitrary reduction of home appraisal by the Vet- 
erans’ Administration, Wilmington, without justification. 

(6) Request for an investigation into this matter was made of the 
central office of the Veterans’ Administration, Washington, D. C. 

(¢) Advised by the Veterans’ Administration in Washington that 
an investigation was being made. 

(7) During this period of our first request for investigation fur- 
ther complaints of arbitrary reduction of appraisals w ithout justifica- 

tion were received from individuals and local realtors. 

May 1955: (a) In addition to objections to unjustified arbitrary 
reductions came complaints of functional depreciation on certain type 
homes, mainly two-bedroom houses, regardless of location or market- 
ability. 

June 1955: (a) Personal contact with realtors and homeowners 
revealed the arbitrary actions of the Veterans’ Administration Wil- 
mington Appraisal Section much more widespread than suspected. 

(6) Advised by Veterans’ Administration, Washington, that my 
original letter of complaint was substantiated and an official letter of 
reprimand issued to Wilmington Veterans’ Administration official. 

July 1955: (a) During the early part of July many letters from 
liomeowners and civic associations in the vicinity of the New Castle 
County Airbase were received with respect to deprec iation taken on 
these homes from 3 to 25 percent; wide discrepancies in this deprecia- 
tion on homes in the same area. 

(6) On July 13 a letter was sent to the Veterans’ Administration, 
Washington central office, Mr. Ralph H. Stone, Deputy Director for 
Veterans’ Benefits, citing 13 specific examples of alleged arbitrary 
reduction of appraisals and an investigation into this matter was de- 
manded. <A copy of this letter was sent to Hon. Olin Teague, chair- 
man, Veterans’ Affairs Committee. 
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(c) On the 20th of July it was necessary to send a telegram to the 
Veterans’ Administration, Washington, demanding immediate at- 
tention to my letter of the 13th which had not been acknowledged. 

(d) Advised on the 22d that Mr. C. I. Hopkins, Director, Construe- 
tion and Valuation Section, Veterans’ Administration, Washington, 
would meet with Mr. Winchester of my staff to review appraisal 
files in Veterans’ Administration regional office in Wilmington. 

(e) An actual inspection of appraisal files made by Mr. “Hopkins 
and Mr. Winchester revealed that most of the charges were substan- 
tiated in that arbitrary reductions of “fee appraise rs” valuation not 
justified. 

August 1955: (a) A letter of instructions to Veterans’ Administra- 
tion, W ilmington, sent by Veterans’ Administration, Washington, 
regarding future handling of appraisals, a summary of same received, 
and is reported here. 

A. All adjustments of reasonable value will be reviewed by the loan 
guaranty officer. 

B. No adjustments of reasonable value will be made unless the 
property has been spot-checked, unless adjustments consist merely of 
it cores of mathematical errors. 

All adjustments must be fully justified and be based upon com- 
Ba with sales and listings of comparable properties. 

D. Adjustments of reasonable value of existing properties which 
are subject to depreciation will not be based upon differences of 
opinion in respect to reproduction cost. It should be obvious that 
the depreciation has been charged in order to adjust the value to 
comparable value of similar properties. Therefore, slight errors in 
cost approach will not affect the value determination. 

K. Depreciation will not be arbitrarily deducted from all two- 
bedroom units; such deductions must be b: ased upon market ac ‘eptance 
of that size dwelling in the particular area involved. There is no 
doubt that there is a surplus of two-bedroom units in certain areas, 
whereas it is equally true that this condition does not exist universally 
in your area. 

F. Prepare and maintain in a current condition comparison data 
file. It was noted that a number of appraisal reports quoted 1952, 
ae and 1954 sales. It was further noted that reviewers adjusting 

easonable value occasionally noted on the form 1803 that no com- 
parison data were available in your office. 

Discontinue instructing fee appraisers that properties of certain 
oe must be depreciated in certain localities. The fee appraiser must 
be permitted to use his own judgment. If he is enna to deliver a 
directed appraisal, the value of the fee system is substantially de- 
stroyed. The fee appraiser is assumed to be a highly qualified and 
well-informed expert, fully conversant with market activities and 
manifestations within his area of operation. 

H. Form a committee which will include the more active appraisers 
on your roster to survey areas in proximity to airports in conjunction 
with other agencies mentioned in paragraph 3 of TB 4A-121. With 
the assistance of such committee, zone those areas in order to establish 
a level of depreciation which will be based upon the actual market 
conditions, hazards, and discomforts to occupants and the market 
resistance which may or may not be developing. It is elementary that 
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if the — buyer is disregarding the hazards and discomforts 
incidental to residential occupancy in proximity to airports, the 
appraiser must take that fact into consideration. 

I. Cease immediately noting on the form 1843 that the subject 
property is in proximity to an airport and has, therefore, been depre- 
ciated in value. 

J. Call a meeting of active fee appraisers and advise them that any 
orders they may have received wit respect to depreciation in certain 
areas and of certain types are rescinded and that they are to base 
their further action in this regard on their own judgment, experience, 
and information. 

K. Instruct these appraisers that three current comparisons are 
required on each appraisal report and that if the sale price of the 
comparison differs from the estimated reasonable value of the subject 
property, the reasons for this difference must be fully explained on 
line 18 of the form 1803. 

L.. In fairness to the principals of all of the cases, upon which we 
have received complaints relative to inordinately low reasonable val- 
ues, must be spot-checked by salaried personnel, if possible in company 
with the appraiser who submitted the form 1803. The result of these 
spot checks should be submitted to this office so that we may properly 
answer the complainants in all cases. A list of the addresses of prop- 
erties which are the subject of such complaints is attached hereto. 

M. All loan guaranty employees, particularly those in the Ap- 

raisal Section, are to be instructed that any person who contacts the 

‘A must receive courteous treatment and not be criticized, chided, 
or in any way embarrassed by such employees. It is impossible to 
discredit some of the sources from which we have received comments 
with respect to improper treatment or statements, such as: “VA offices 
are the only anti-inflationary bodies and were acting on instructions 
to keep values low.” The author or authors of such statements must 
be advised that they have no such instructions and that the VA has not 
constituted itself a regulatory body with respect to the economy. 
Mr. Hopkins was consistently confronted with this statement at- 
tributed to your staff: “Once a veteran has purchased a home, thereby 
using his eligibility, he is no longer a veteran as far as we are con- 
cerned.” Please see that no such statements are made by any of your 
employees. Also please advise those of your employees who listen 
to appeals and grant an increase that such an increase is not a 
“oratuity,” extended by the VA. 

September 1955: (a) Meeting with local official of the Veterans’ Ad- 
ministration, Wilmington, and other interested parties regarding de- 
preciation and appraisals at the New Castle County Airport, located 
5 miles south of Wilmington, Del. As a result of this meeting a sur- 
vey was made to deter mine the depreciative effect, if any, y of the 
support to homes in the vicinity. As of this date no final deter- 
mination or report has been made by either the regional office in 
Wilmington or the central office in Washington. As a result of the 
failure on the part of the responsible officials of the Veterans’ Admin- 
istration, the entire question of depreciation in this area has been 
left in a state of confusion resulting in the loss of many sales to vet- 
eran homeowners in the area, as well as loss of sales because of low 
appraisals where veterans have been forced to sell due to relocation. 

Mr. Avery. May I ask a question there ? 
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I do not quite follow what you mean by “relocation.” Is that for 
purposes of resale ? 

Mr. McDowe t. Yes, sir. A veteran has purchased a home and, 
in most of the instances brought to my attention, has not lived there 
more than 1 or 2 years, and, because of his company sending him to 
some other locality, he is forced to sell. The Veterans’ Administra- 
tion, on his request, comes in and makes a reappraisal. 

Mr. Avery. For a subsequent purchaser 

Mr. McDowett. That is right, for another VA purchaser, and that 
reappraisal sets the sale price of that home because 90 percent of 
the homes are sold to veterans. 

Mr. Avery. I understand. 


CONCLUSIONS 


Mr. McDowe..t. The many inconsistencies and irregular practices 
were eliminated for the most part, and if the instructions as indicated 
in Mr. Stone’s letter of August 3, 1955, referred to above, had been 
implemented by the manager of the Wilmington office, this phase of 
the investigation could have ended by now. 

Because of the policies of the central office of the Veterans’ Ad- 
ministration in Washington since that order was issued, and the 
change in personnel in the Wilmington regional office, there is no 
indication that the order has been put in effect or has been given 
anything more than superficial administration. 


PHASE II—CONSTRUCTION COMPLAINTS 


July 1955: (a) On the 18th of July, first of many letters received 
with reference to faulty construction in a deve lopment of 300 homes 
near Newark, Del., known as Chestnut Hill Estates. These letters 
enumerated the many complaints made to the builder, but more serious 
was the lack of cooperation of the regional office of the Veterans’ Ad- 
ministration in Wilmington in remedying the situation. These letters 
were referred to the regional office of the Veterans’ Administration 
in Wilmington and an investigation requested. 

August 1955 : (a) A meeting w was held in my office with Mr. Ralph 
H. Stone, Deputy Administrator for Veterans’ Benefits, Veterans’ 
Administration, Washington; Mr. C. I. Hopkins, Director, Construc- 
tion and Valuation Section, Veterans’ Administration, Washington ; 
Mr. Winchester of my staff, and myself, in which a lengthy discussion 
was held in relation to all phases of appraisals and construction com- 
plaints. An investigation into the construction complaints was sug- 
gested. 

(6) As more and more complaints from the Chestnut Hill Estates 
area were received, they were in turn referred to the regional office of 
the Veterans’ Administration in Wilmington for immediate action. 

(c) On the 18th a meeting with some of the complainants was held 
to discuss and observe. firsthand faulty construction and maintenance 
complaints. It was obvious from this meeting that the complaints 
received were justified and that corrective measures were not being 
taken by the Veterans’ Administration regional office in Wilmington. 

(d) On the 24th a letter to the Veterans’ Administration in Wash- 
ington called for a complete investigation of the Chestnut Hill Estates 
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development complaints, and also the inefficient and uncooperative atti- 
tude of officials of the regional office of the Veterans’ Administration 
in Wilmington. Included in this letter was a request for a meeting of 
the homeowners and representatives of the Veterans’ Administration 
in Washington. 

September 1955: (a) The Veterans’ Administration in Washington 
agreed to complete investigation, but delayed date of meeting with 
homeowners until first week of October. 

(6) As a further complication to the already numerous construc- 
tion complaints, it was charged by homeowners that their houses were 
not built according to specifications on file in the regional office of the 
Veterans’ Administration in Wilmington. 

(c) A letter to the regional office of the Veterans’ Administration 
in Wilmington advising them of the charges of homeowners was sent 
and acknowledged immediately thereafter, but no action was indicated. 

(d) A meeting was arranged with the regional office of the Vet- 
erans’ Administration in W ilmington, the builders of the development, 
and myself, which confirmed the specification deviations. Remedies 
were discussed and in the most part agreed to by officials of the Vet- 
erans’ Administration in Wilmington and the builders. 

October 1955: (a) A meeting was held in a home in Chestnut Hill 
Estates, at which the representatives of the Veterans’ Administration 
in Washington, representatives of the Veterans’ Administration in 
Wilmington, my office, and homeowners were represented. Each item 
of specification discussed and remedies suggested and agreed to 
by those present. Work was to begin immedi: ately. A letter confirm- 
ing these findings was requested by the central office of the Veterans’ 
Administration in W ashington. 

(4) On October 27 Senator John Williams, Republican, of Dela- 
ware, entered publicly the Chestnut Hills controversy, calling for 
sweeping changes. 

November 1955: (a) A Veterans’ Administration Washington let- 
ter of Nov ember ‘2 advising me of inspection and findings made October 
18 by Mr. C. R. Funk, architectural engineer, Veterans’ Administra- 
tion central office. 

(6) A meeting of approximately 150 interested residents of Chest- 
nut Hills area, the congressional delegation from Delaware, and 
Mr. C. R. Funk, from the central office, Veterans’ Administration, 
Washington, was held November 7. 

At this meeting it was brought out by Mr. Funk that his investiga- 
tion of the Veterans’ Administration W ilmington files on Chestnut 
Hills Estates showed that though there were specifications on file, they 
were not signed by either builders or Veterans Administration, Wil- 
mington, and therefore could not be considered valid exhibits. De- 
spite the fact that some 250 houses were built and certificates of reason- 
able value issued, Mr. Funk’s position remained unchanged. 

As a compromise to suspension of further certificates of reasonable 
value to the builder until the matter could be straightened out, it was 
suggested that the builder be given a 15-day per iod in which to show 
his intent to remedy the construction irregularities. If, at the end of 
this 15-day period, no progress or insufficient progress is shown, the 
congressional dle legation will ask for sus pension of the builder. 
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(c) A letter signed by the congressional delegation requesting a 
team of inspec tors to expedite C hestnut Hill compl: ints was asked for 
through the Veterans’ Administration, W ashington. 

(d) Veterans’ Administration action as of now indicates three new 
inspectors assigned to check each house; after complaints corrected, 
final inspection will be made. 

Gentlemen, these are remarks that 1 am making not posing as any 
expert. Iam notan attorney. [am not a construction man, but I can 
tell you that I did not have very much vacation when 1 went home 
in August after the session closed. 

Through the months of August, September, October, and Novem- 
ber, I spent a great deal of time inspecting homes, so that I have some 
practical experience and I drew these conclusions: 

Considerable newspaper publicity was given my investigation of 
arbitrary appraisals by the Veterans’ Administration in Wilmington, 
particularly emphasizing the order for sweeping changes in this 
office as a result of my inv vestigation. 

Further newspaper publicity was given the construction complaints 
after the several meetings with residents in the Chestnut Hill Estates 
development. This public ity gradually built up and reached the point 
finally where reporters were eagerly seeking new information from 
all parties involved in the controversy. Inasmuch as these papers 
have a statewide circulation, this resulted in a flood of complaints in 
other developments throughout the State. 

After the investigation by Mr. Funk of the central office in Wash- 
ington, Mr. J. F. McDonough, Chief Loan Guaranty Officer, was re- 
lieved of his duties in the Wilmington regional office. Several weeks 
prior to this action, the central office in Washington announced that 
the fee inspector assigned to the Chestnut Hill Estates project has 
also been relieved of his duties. At the time Mr. McDonough was 
given his notice, Mr. Adams, Chief of Appraisals for the W ilmington 
office, was given an opportunity to resign, which he promptly did. 
Central office personnel were then sent to the Wilmington regional 
office to take charge. 

The central office, in investigating the malpractices of the Wilming- 
ton regional office, has never at any time suggested that it has any 
criticism of the conduct of the manager of the office, Col. Thomas H. 
Stilwell, nor has Colonel Stilwell ever made any public statement 
regarding his actions and orders to subordinates in the office. 

‘After the central office sent its own personnel into the Wilmington 
office to take the place of the discharged employees there, neither the 
office in Wilmington nor the W ashington office has indicated any final 
conclusions as to the settlement of the specification irregularities in 
the Chestnut Hill Estates area, nor those involved in the m: ny com- 
plaints in other developments throughout the State. 

[ have been reliably informed by contractors, realtors, and veteran 
homeowners in recent weeks that the regional offic e of the Veterans’ 
Administration in Wilmington remains in a state of complete con- 
fusion resulting in undue hardship to all concerned. 

I am forced to come to the conclusion that the administration of the 
veterans’ housing program, through the policies formulated in the 
central office in Washington, has resulted in deliberate ‘ly denying to 
thousands of veterans in my State that protection which they were 
led to expect from this Government agency. 
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I do not believe it was the intention of the Congress that any such 
result. would be brought about by the legislation which it had adopted 
for the benefit of these veteran homeowners. 

I particularly have been amazed to discover the common practice of 
fee inspectors who are paid by the building contractor. I also cannot 
understand the general practice of not requiring performance or 
construction bonds on the part of builders of veterans housing projects. 

Reports previously filed with this committee in 1952 indicated mal- 
administration in the Wilmington regional office. As far as I have 
been able to determine, no action has ever been taken to correct this 
condition and I believe that it has resulted in utter confusion and 
demoralization of the housing program in the State of Delaware at this 
time. 

Heretofore described are the conditions which I have found. I ask 
that this committee take such proper steps as it may deem advisable to 
conduct a thorough investigation of the complaints. 

The Veterans’ Administration for the fiscal year ending June 30, 
1955, approved approximately $8.8 billion of home construction. I 
am satisfied the contractors who have built these homes in by far the 
majority of instances have done a good job and deserve all the credit 
that is due them for accomplishing so much in such a short period of 
time since World War II. 

However, I do not consider that this is any credit to the administra- 
tion of the program. It is, rather, an example of initiative and enter- 
prise on the part of experienced construction men who know how to get 
a job done. 

A small percentage of contractors who, on the other hand, have taken 
every advantage of the weaknesses of the administration of the pro- 
gram have made it necessary, in my opinion, for this committee to 
thoroughly investigate these malpractices which have made it possible 
for such contractors to victimize hundreds of thousands of veterans 
who have been unfortunate enough to purchase homes from such con- 
tractors. What percentage of the total amount of housing construction 
throughout the country would fall into this category I do not know. 

I do, however, feel that it is my responsibility, as a Congressman 
representing the entire State of Delaware, to see to it that not a single 
veteran homeowner or prospective purchaser is subjected to such shady 
practices, practices which are made possible by the guaranty of the 
Government of the United States. 

Gentlemen, I would be glad to answer any questions that you may 
have. 

Mr. Weaver. Mr. Chairman, I would like to ask a question. 

The Carman. Mr. Weaver 

Mr. Weaver. What is your impression as to the retention of the 
present manager of that office when his subordinates were relieved ? 
What is your impression of their being relieved when the general 
manager had the full responsibility ? . 

Mr. McDowe tv. In answer to your question, first, I would not con- 
sider it is within my judgment to know whether the regional manager 
is responsible for what has happened up there all the time or not. 

I have been told by Mr. Sagkins and Mr. Stone that the office origi- 


nally was a part of the ace office, and I think that some sev- 
eral years ago changes were made in the central administration and it 
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became a regional office for the State of Delaware. Colonel Stilwell 
was made its manager. 

When that change was made in administration, certain very definite 
responsibilities were given to the manager. 

One thing that has surprised me very much in discussing this prob- 
lem with some of the Washington officials has been the fact that there 
is very little cohesive control between the Washington central office 
and these regional offices in the field. I was told that there was only 
one inspector working out of Georgia for the whole region from 
Philadelphia south, including the Philadelphia area, and I do not 
know how far west, to make certain periodic administrative inspec- 
tions of the regional offices. 

As I say, it is not within my jurisdiction to say whether the manager 
of this office should be held responsible for what has happened to hs 
subordinates, but it is significant that his two chief assistants were re- 
lieved of their duties rather promptly. 

Mr. Weaver. That is why I asked the question. 

Mr. Epmonpson. Mr. Chairman. 

The CHarrman. Mr. Edmondson. 

Mr. Epmonpson. I think that the gentleman from Delaware is to 
be certainly commended for his initiative and industry in the matter 
of the personal investigation of these practices in his area, and the 
information which he supplied will certainly be helpful to the Sub- 
committee on Housing. 

May I ask one detail in connection with your last page of your 
statement where you say that you have discovered instances where the 
inspector 1s paid by the builder. Do you mean paid anything other 
than the inspection fee by the builder ? 

Mr. McDowe.u. No, Congressman; I do not mean to insinuate that 
there was any question of fraud involved there. 

Mr. EpmMonpson. But you think the practice of having the inspec- 
tion fee paid by the builder is bad ? 

Mr. McDowe.t. It seems to me to lend itself to many opportunities 
that should not exist. 

As I see it, 1 compare this with the operation of the FHA. I might 
say that I have received well over 200 complaints from individual 
homeowners, as well as attending meetings representing many others, 
in connection with VA housing complaints. 

I do not believe that, in all this period of time, in spite of the large 
publicity given, that I have received more than six complaints with 
reference to FILA homes. To me, that shows something very 
definitely. 

I understand that in the FHA program the inspectors are salaried 
employees, not paid by the contractor nor by the veteran. I have 
seen the practices operate of the fee inspectors who were, of course, 
certified by the local regional office and, in effect, are given their 
approval with the fee, nevertheless, paid by the contractor and later, 
of course, paid by the veteran, and I feel that it lends itself to many 
improper pri actices. 

As I say, that should not exist. 

Mr. EpMonpson. Would you suggest as an alternative to that that 
the VA pay the fee, or do you suggest that the veteran pay the fee, 
or what would be your suggestion ? 
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Mr. McDowe tt. As I say, I cite the example of the FHA where they 
are salaried employees, an ‘they seem to operate the program w ithout 
so many complaints, without construction complaints particularly. 

Of course, in the Chestnut Hill development, the inspector on that 
project was fired. 

In connection with testimony that I listened to while I was waiting 
to come before the committee, I want to mention that it is my under- 
standing also that up until about a year or so ago there was no limit 
on the amount of money that these fee inspectors could collect from 
their fees, but that since that time they have been limited to a maximum 
of $12,000 a year. 

Mr. Epmonpson. $1,000 a month. i 

Mr. McDowe vt. $1,000 a month. 

Before that, and I think this committee is aware of it, there were 
instances where fee inspectors made rather exorbitant amounts of 


ne hans 


j 

money ina given 12-month a . 
The Cuarrman. Mr. McDowell, I would like to read to you from a 
publication of a select committee in the 82d Congress, dated Septem- i 


ber 11, 1952, and the allegations that the committee received. 
The committee was just about to expire and the committee never did 

go into this charge, but it was published and turned over to the Vet- 

erans’ Administration : 


: 
This investigation was predicated upon allegations of irregularities submitted : 
by an individual residing in Wilmington, Del., whose identity could not be deter- 
mined during the course of the investigation. In a letter from this individual to 
the Honorable Newbold Morris, Federal investigator, Department of Justice, 
dated March 21, 1952, a copy alleged that the loan guaranty officer, VARO, Wil- 
mington, Del., has through graft and undue influence during the 5 years that he : 
has been in office been able to purchase a home with a real value of between ; 
$30,000 and $45,000 and has been able to establish a liquor business valued at 
about $20,000 to $25,000, and that both the home and business were provided by 
a Wilmington building contractor; that the liquor business was incorporated as 
a subterfuge ; that the loan-guaranty officer spends time at the liquor store during 
office hours ; that his best customers are persons doing business with the Veterans’ 
Administration ; and that the veterans in this area have been “gypped” through 
his favoritism to a few builders. 
| 
: 
: 
: 


There is considerably more and then this final statement : 


The loan-guaranty officer is tactless, domineering, sarcastic, and inconsiderate 
in his attitude and relationship not only with loan-guaranty employees but with 
many persons having official business dealings with that Division, and this 
attitude and demeanor, together with his known personal dealings with the con- 
tractor mentioned above, has created a low state of morale among the employees 
of the Loan Guaranty Division and has abetted the feeling of criticism of the 
loan-guaranty officer and a loss of respect for the Veterans’ Administration by 
persons having official business with him. 

Mr. McDowe tt. Mr. Chairman, that loan-guaranty officer, after 
several months of my investigation, was relieved of his duties. I 

understand that, beginning last week, he went before a board of the 
Veterans’ Administration for hearings on the reasons for his dismissal. 
They are still going on. 

Incidentally, they were closed hearings, which somewhat surprised 
me. I have tried to make my efforts to bring these matters to light 
a matter of public record, and I think that the V eterans’ Administra- 
tion may have done well to follow the same practice in bringing about 
any hearings up there during this period. 

The Cuamman. We are going to ask Mr. Higley for a complete 
report on this item, as to whether this was ever br ought to his atten- 
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tion, whether he ever knew anything about it, and why something 
was not done about that loan-guaranty officer. 

Mr. Haley. 

Mr. Hatry. I note that in the last statement on page 1, in — 
about the depreciation, you speak about depreciation from 3 to 2 
percent. Three percent is not a great amount for depreciation ian 
you have used a home, say, for a year or two. 

Would you have any figures as to the percentage of these deprecia- 
tion losses insofar as they pertain to this particular project. 

Mr. McDowett. I do not have exact figures, Mr. Haley, but after 
the investigation was started, the Veterans’ Administration in Wil- 
mington was supposed to have set up a realtor’s board to look into 
that matter, and I mentioned that later in pointing out that that 
board, although it has been in existence now for 4 months, has never 
made any report. 

They would undoubtedly have gone into that matter of percentage 
of depreciation. 

I can only judge roughly by complaints which I received, and I 
would say that they varied generally from 10 to 20 percent. 

Mr. Harry. So that the 3-percent depreciation would be the mini- 
mum and you would have very few of those? 

Mr. McDowe tt. Yes, sir. 

They were granting an automatic 10-percent depreciation because 
they were in a radius of 2 miles of the airport. 

Mr. Hatey. Thank you. That is all. 

The CHarrmMan. Mr. Kearney. 

Mr. Kearney. I would like to ask the gentleman from Delaware, in 
view of that last statement and also the statement here in your last 
paragraph that the depreciation of these homes was from 8 to 25 per- 
cent, do you believe that that was due in great measure to the proximity 
to the : airport ? 

Mr. McDowe tt. Yes; it was based on that. There was a newspaper 
story that came out, released by the manager of the regional office, 
to the effect that he had been ordered to put into effect such a system 
of depreciation. 

Upon investigation when we got into this, we found that there was 
no such order from the central office. The central office denied that 
they had ever issued such an order as the basis for any newspaper 
fee ies. Yet the story was released in the Wilmington papers and it 

yas to be based upon proximity to an airport. 

The Wilmington area has been a fast growing suburban-area de- 
velopment. We have had a great deal of industry move in in the 
past 10 years. It does not seem to me reasonable that a veteran pur- 
chasing a home for, we will say, $12,000, who is forced to sell it 
year later with his only market again a veteran’s market, should take 
any place from 10 to 20 percent depreciation on that home if it is a 
good community, and these are for the most part good, fast-growing 
communities. 

It seems to me that there ought to be some opportunity normally 
for the home to appreciate in value rather than to be automatically 
depreciated, and particularly by the Veterans’ Administration and 
through what was later revealed there to be arbitrary action. 

Mr. Krarney. You say that the alleged order was never found? 
Mr. McDowett. No, sir. 
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The Cuarmman. Mr. Avery. 

Mr. Avery. I would like to ask Mr. Edmondson a technical 
question. , ‘ 

There has been some reference as to the builder paying the inspector. 
That is actually just one way of keeping it tied into one disbursing 
agency; isit? The burden of the payment is always transferred back 
to the veteran ? 

Mr. Epmonpson. As I understand, in all instances it would be reg- 
ular to have the veteran pay it. Pea 

Mr. Avery. That is just a method to keep the funds tied into one 
account ? 

Mr. Epmonpson. It is also a matter of convenience to the VA and 
also to the inspectors, a convenient matter of collection of the fee 
would be my guess on it. 

Certainly there is, as I understand it, no right in the builder to 
withhold the payment, or to delay it, or anything of that kind. The 
collection of the fee is automatic upon the completion of the in- 
spection. 

Mr. Avery. Even if the VA were going to be the paying agency, 
they in turn would make that a part of the obligation of the veteran. 

If the regulation were changed and they were to become the paying 
agency, the chances are it would still revert to the veteran. 

Mr. Epmonpson. That would depend on what the law and regula- 
tions were on the subject, but there would be no regulation in law 
except to have the veteran pay for it without a change. 

The Cuarrman. Are there any other questions? 

Mrs. Rogers. 

Mrs. Rogers. Is there a shortage of personnel in the office there? 
Would that have anything to do with it! 

Mr. McDowett. Mrs. Rogers, I am not aware of such a shortage. 
The only information that was given to me was by the central office 
and by the chief loan-guaranty officer in the Wilmington office. 

The chief loan-guaranty officer said the only personnel he had was 
the personnel given to him by the manager of the office: that he had 
complete control of hiring and firing the local personnel in that office. 

Again, there was reference by Mr. Hopkins, I believe, of the cen- 
tral office, that the central office did not have sufficient personnel to 
properly administer this program. 

Frankly, I question whether the Veterans’ Administration was ever 
intended to be involved in perhaps one of the most fast growing and 
largest building and construction operations in the country, and per- 
haps in the world. : 

[ think that the Veterans’ Administration probably has done a 
splendid job of administration of the veterans’ benefits program and 
the hospitalization program, but I think this thing has become entirely 
over their heads. I do not say it is entirely their fault that they find 
themselves in this predicament, in this Wilmington office and in other 
offices throughout the country. 


Mrs. Rogers. Do you have any suggestions as to what should be 
done? 
_ Mr. McDowe.t. No. I point out what seems to be a very creditable 
job being done by the FHA, 
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As I say, I do not claim to be an expert. I do not know what the 
answer is, but I am satisfied that fundamentally there is something 
wrong in the administration of this program. 

Mrs. Rogers. The veterans owe you a great deal, I think, for giving 
up all the time and going into it so ce wrefully. 

Mr. McDowe wu. Well, it was one of those things. I did not intend 
to do so, but it grew. 

Mr. Epmonpson. The gentleman is aware that there have been 
some instances of some pretty serious scandals and irregularities in the 
FHA also, where the personnel have not lived up to their trust in the 
discharge of their duties ? 

Mr. McDowett. I am aware of the windfall profits. In fact, there 
was a project in this very area that we are discussing, the Wilmington 
area, that was involved in that. I frankly do not know what hap- 
pened to it. It seemed to sort of quiet down and die and I do not 
know if any direct action was taken; but that did not involve the 
veterans’ program. 

The Cuarrman. If there are no other questions, the committee will 
be adjourned until 1:15. 

Mr. McDoweut. Thank you, Mr. Chairman. 

(Whereupon, at 12:10 p. m., the hearing was recessed, to reconvene 
at 1:15 p. m. of the same day.) 


AFTERNOON SESSION 


The committee reconvened at 1:15 p. m., upon the expiration of 
the recess. 
Mr. Epmonpson. We now hear from the gentleman from Alabama. 


STATEMENT BY HON. ARMISTEAD I. SELDEN, JR., OF THE SIXTH 
DISTRICT OF ALABAMA 


Mr. Armisreap. Mr. Chairman and members of the committee, I 
appreciate this opportunity to express my views on the operation ‘of 
the veterans’ direct-loan program. 

In my district, the sixth of Alabama, e out of 8 } counties are desig- 
nated in their entirety as direct loan areas. These are Bibb, Chilton, 
Greene, Hale, Perry, Shelby, and Raomine Counties. In the eighth, 
Tuscaloosa County, only the Tuscaloosa-Northport metropolitan area 
is excluded from the direct-loan program. 

Inquiries from veterans in my district have caused me to examine 
not only the present status of the direct-loan program but also the 
status of another program that has become closely associated with it— 
the voluntary home mortgage credit program. 

As a result of this examination, I feel that a clarification of the 
intent of Congress in regard to these two loan programs is in order. 
Let me illustrate: 

While seven entire counties in my district are direct-loan counties, 
and while Congress last year authorized $150 million to extend the 
program nationally, such a broad application for direct loans cannot 
be assumed. The situation results from the privately operated device 
of the voluntary home mortgage credit program—VHMCP. 

Direct loans were initially | authorized to provide home financing for 
veterans in rural areas where adequate loan money was not available. 
With the advent of VHMCP operations early last year, 16 regional 
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offices were set up throughout the Nation to channel veterans’ direct- 
loan applications to private lenders. At least part of the reason for 
the creation of VHMCP was the feeling on the part of some that the 
Government was becoming competitive with private business in the 
loan area. 

Now I do not question the legality of the voluntary home mortgage 
credit program. It was onthe on the authority of Congress i in 
the Housing Act of 1954. I do, however, feel that there are certain 
aspects of its administration that deserve the careful scrutiny of this 
committee. 

For example, a veteran who initiates direct-loan proceedings today 
is in effect mitiating them under the privately operated VHMC P. 
The first thing that the Veterans’ Administration does when it receives 
a request for a direct loan is to send the requesting veteran four copies 
of a VHMCP loan application. This form was designed, I am in- 
formed, by the private lenders and is printed by the Government 
Printing Office. 

The VHMCP regional office then has 45 days to pass the veteran’s 
application around to at least 3 private lenders for their considera- 
tion. If the loan request is rejected by the private lenders, it then 
goes back to the Veterans’ Administration and the veteran suffers a 
45-day delay in the consideration of his loan. 

According to information supplied to me by VHMCP, the rate of 
acceptance of loan requests under the VHMCP is about 40 percent. 
If 6 out of 10 loans are turned down, this would mean that 60 percent 
of all applying veterans are subjected to this 45-day delay but gain 
nothing from the procedure. Rejected applications are returned to 
the Veterans’ Administration and the veteran starts from zero again. 
I understand that the 45-day period is an administrative provision of 
the Veterans’ Administration, and I urge that this aspect of the pro- 
gram be carefully examined by the committee. 

Beyond this delay which I have just discussed, I would like to point 
out several other aspects of VHMCP loans in their relation to the 
veterans’ direct-loan program. ‘Title insurance is reqiured of veterans 
under VHMCP loans and, according to VHMCP, this amounts to 1 
percent of the total of the loan. I have been informed that the Vet- 
erans’ Administration does not require title insurance for its direct 
loans. 

It is also a fact that “closing costs” under VHMCP loans are more 
expensive than for Veterans’ Administration direct loans. The clos- 
ing costs I refer to are such as survey, appraisal, credit report, and so 
forth. 

Furthermore, under VHMCP practice, the builder is requested to 
pay the private lender up to 2 percent of the loan as a discount. This 
practic e developed because private lenders found they could get higher 
interest rates for the use of their money in ventures other than loans 
to veterans, which cannot be made at rates higher than 414 percent. 
Thus the device of charging the builder up to 2 percent of the full 
amount was developed, giving the private lender a higher profit while 
continuing the maximum permissible rate of 414 percent to the 
veteran. 

Under the law, the builder is not allowed to pass the discount on to 
the veteran, nor is he permitted to decrease the quality or amount of 
his work in an amount equal to the 2 percent. 
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Yet, while the law establishes these prohibitions, it might be ques- 
tioned whether in actual practice they are always respected. 

The Veterans’ Administration states that it does not employ the dis- 
count practice in making its direct loans. 

There are undoubtedly arguments in favor of VHMCP: That it has 
provided new loan resources for veterans; that loans are undoubtedly 
well processed by our experienced private lenders; and that the Gov- 
ernment’s loan activities should not threaten this segment of our pri- 
rate business. 

Yet, while the Congress last year appropriated $150 million to ex- 
tend the veterans’ direct-loan program, the de facto situation is that 
all direct-loan applications are initially handled under the private vol- 
ultary home mortgage credit program. 

While advocates of VHMCP argue that the Government should not 
be in the lending business, we may note that the Government is now 
in the position of solicitor of business for the private lenders, a service 
that it does not perform for other businesses under comparable con- 
ditions. 

In conclusion, I say again that there is a need for clarification of the 
intent of Congress in regard to these two loan programs. As a former 
member of this committee, Mr. Chairman, I know that the most com- 
petent reexamination of the issue will be made. Thank you. 

Mr. Epmonpson. Mr. Chairman, I would like to commend the gen- 
tleman from Alabama for his fine statement to the committee, and ex- 
press our appreciation to him for the continuing interest which he 
has demonstrated in the problem of homes for farm veterans. Con- 
gressman Selden has been one of the most consistent champions of the 
veteran on the farm and in the small town, where our loan-guaranty 
program has proved to be inadequate throughout the country, and 
where the direct-loan program is most needed. He was very helpful, 
in the last session, in securing passage of the legislation to equalize 
housing benefits for rural veterans, and his remarks today certainly 
point to a weakness in the program as it is being administered. } 

Mr. Epmonpson. I understand we have one further witness of a 
complaint nature after we want to hear the Veterans’ Administration 
witnesses at some length. 

Mr. Downer, do you want to come forward and give your statement, 
sir? 


STATEMENT OF A. M. DOWNER, LEGISLATIVE COUNSEL, VETERANS 
OF FOREIGN WARS 


Mr. Downer. Mr. Chairman, members of the committee, my name 
is A. M. Downer. I am legislative counsel of the Veterans of Foreign 
Wars of the United States. 

I am grateful for the opportunity to call the attention of the com- 
mittee to the conditions now existing in a combined FHA-VA project 
known as Suburban Heights, at Henrietta, N. Y. 

This matter was called to our attention by long-distance telephone 
only a few days ago and in the time that we have had it has not been 
possible to compile complete information as to the complaints and 
the nature of the complaints. 

sriefly, I would like to inform the committee that one major over- 
all complaint affecting the project is the inadequacy of the sewage- 
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disposal system which is a danger to the public health and, of course, 
certainly and more specific: ally, dangerous to the health of the occu- 
pants of the project, and if not corrected may conceivably even 
result in the place being declared a public nuisance. 

I would like to read into the record a new spaper account from an 
issue of December 14, 1955, from one of the local newspapers in the 
Henrietta area. I am sorry that I do not have the name of the paper 
from which this story was clipped. The story says: 


Federal Housing Authority officials will join the Henrietta Board of Health 
in looking into charges of septic-tank seepage in the town Suburban Height sub- 
division. 

Meanwhile 16 residents of section 1 of the tract signed a petition saying that 
their septic tanks worked well. However, after a green dye Monday, was flushed 
into 4 home sewage systems actually serving 5 homes turned up in drainage 
ditches in front of 3 houses yesterday the town health officer, Dr: Floyd S. Wins- 
low, said he will confer with State health authorities. T uesday, Joseph P. 
Donnelly, district director of the Housing Authority of Buffalo, said he would 
look into the situation. The FHA made an investigation of septic-tank com- 
plaints last summer for the Veterans’ Administration which insures him of the 
mortgage loans on the houses. We were assured by the builder that the situa- 
tion had been corrected, Donnelly said; “I will look into it personally.” The 
green dye oozed out into little pools on lawns and ditches in front of three 
houses and was officially noted by county sanitation engineers yesterday. 

When waste is flushed into a septic tank it is acted upon by bacteria. It 
then goes into a leaching field and must be absorbed by the soil according to 
State health laws. 

There have been charges by county sanitation engineer Lyle Wells, that in 
many cases the Henrietta clay soil does not permit proper functioning of septic 
tanks and the sewage is not absorbed by surrounding soil. 

Wells said at a public hearing we had conducted by the Henrietta Town 
Board that he placed green dye in 20 home-sewage systems and in more than 
10 cases it turned up in drainage ditches and in front of individual houses. 
There are 209 houses in section 1 and 2 of the Suburban Heights tract and in 
only a small number of these cases have the residents made formal complaints. 
The 16 persons who signed a petition that their septic tanks worked satisfactorily 
were all contacted by another resident within 2 hours yesterday. 


I call that newspaper story to the attention of the committee as a 
statement of the conditions existing in the tract in regard to the inade- 
quacy of the sewage disposal system. 

Now, next I would like to call the attention of the committee to a 
letter written by one of the occupants or one of the purchasers of a 
home in that tract, a Mr. John L. Crandall, who on November 10, 


1955, directed this letter to the Veterans’ Administration at Buffalo, 
N. Y., which reads: 


As requested by you during our conversation on November 8, 1955, I would 
like to register a complaint against the Wilmorite Corp. which is the builder of 
Suburban Heights, Henrietta, N. Y. My house was erected the latter part of 
November 1954. The closing date was January 24, 1955. Two weeks ago a con- 
dition developed which is not only unsanitary, but a nuisance to my neighbor 
who has requested that I correct the situation as soon as possible. 

This complaint involved my leach bed, which runs close to my neighbor’s 
property and are now seemingly not long or deep enough and are surfacing and 
overflowing into his yard. 

I have contacted the builder’s office, once on October 31, and again on 
November 7, and on both occasions received no satisfaction. I left my telephone 
number so that I might talk to the man in charge of complaints, but as of this 
date I have been ignored. 

I would appreciate any action you might be able to take to correct this 
situation. 


we emia Eco: i Solel 


ee ee ee ere 


cmt eee 


aoe oe, cewek Sit et DBI 


inmate 


a in a AE ta 


ti 


re 
Ww 


Ir 
Ww 


fe 


hb (TO 


sa oo 





































in 
ey 
th 
b- 
at 
re 
1S- 


P. 
ld 
he 
a- 
he 


ee 


It 
to 


in 
yn 
in 


in 


ly 





cenit iho 


ely nl a 


A hea Bas. 


LOAN PROGRAMS OF THE VETERANS’ ADMINISTRATION 2067 


Next is a letter dated November 15, from the Veterans’ Administra- 
tion, Buffalo office, to Mr. Crandall, acknowledging receipt of the 
complaint and saying this matter has been referred to the FHA for 
investigation inasmuch as that agency made the inspection since the 
construction work was performed. 

Next is a letter dated November 22 from the Federal Housing Ad- 
ministration, Buffalo, N. Y., signed by Joseph P. Donnelly, Director, 
to Mr. Crandall, which acknowledges the complaint and says: 

We will check into the complaint and ascertain what can be done to remedy 
the same. 

That letter, incidentally, also enclosed a copy of the FHA policy 
regarding construction complaints, the general standardized form 
which I think amounts to as much as saying this is caveat emptor. 

On December 20, 1955, there is a letter from Federal Housing Ad- 
ministration, signed by Joseph P. Donnelly, Director, to Mr. Crandall, 
which reads as follows: 

With regard to your letter of complaint of November 10, 1955, in reference to 
leaching bed overflowing, be advised upon investigation by our inspector he 
found no evidence of leach-bed surfacing and overflowing at this time. 

In view of the above, the office is closing its file in this matter. 

Next is a letter dated January 16, 1956, to Mr. Martin L. Quinn, loan 
guaranty officer, Veterans’ Administration, signed by Mr. Robert J. 
Almekinder, which reads as follows: 

I am writing this in regard to the seepage from Mr. John Crandall’s leach 
beds into my backyard. I notified Mr. Crandall of this condition in the early 
fall and Mr. Crandall notified Mr. Joseph P. Donnelly of the FHA. Mr. Don- 
nelly sent out a representative to look at this condition. A few weeks passed 
when Mr. Crandall received a letter stating that they were closing the case 
because they could see no damage. 

The day I was notified by Mr. Crandall that they were going to close the case 
I wrote to Mr. Joseph P. Donnelly of the conditions. 

He points out that the conditions still exist. 

Also, on January 16, there is a letter from Mr. Crandall to Mr. 
Quinn, the loan guaranty officer in the Veterans’ Administration, of 
Buffalo, N. Y., which in part, reads as follows: 

After due process my property was visited by an FHA representative on a 
cold day with considerable snow on the ground. I am sure a day such as this 
would not lend to visible evidence such existing condition, and he stated 
to my wife that we would hear from him again. 

On December 20, 1955, I received a letter from the FHA advising that my 
complaint had been investigated and found unwarranted and that the file on the 
case had been closed. 

I would like to affirm at this time that my leach beds do surface and I believe 
I am justified in requesting a more detailed investigation of this condition under 
normal weather conditions. 

Next, Mr. Chairman, I would like to refer to a specific complaint 
by one Robert L. Goodrich, who called attention to the conditions in 
a letter of January 9, 1956, addressed to the Custom Manor Homes. 
I don’t know whether that is the builder or the sales agent. The letter 
reads as follows: 

Saturday, January 7, 1956, I made a final inspection of my home (lot 74-A). 
At that time I prepared a list of numerous items which needed correction, said 
list is attached to this letter. Your representative, Mr. Downs, refused to make 
any notations of these items and ridiculed the idea that they needed correction 


In addition, he threatened that you would exercise the escalator clause if I 
persisted with this matter. 
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I will not take time, Mr. Chairman, to read the list of complaints, 
but you can see they are enumerated and cover nearly two pages. 

I might say that from my reading of the complaints I would con- 
sider them to be serious indeed. 

Now, in regard to that reference to the escalator clause, Mr. Chair- 
man, I would like to read a letter addressed to myself, under date of 
January 18, 1956, by Maas & Weinstein, attorneys-at-law, of Roches- 
ter, N. Y. With your permission I would like to read this letter into 
the record, although it is about a page and a half in length: 


On July 19, 1955, I signed a contract with Custom Manor Homes, Inc., to pur- 
chase a home in the town of Henrietta, N. Y. Since I have entered into this con- 
tract many problems have arisen. My contract states that this house is to be 
built in conformity with VA regulations and specifications. My contract states 
that the builder was to make sewer and water connections in accordance with 
plans and specifications on file with the VA. 

I am now told that at closing I must enter into a new contract with the builder 
agreeing to pay him the sum of $60 per year for waterline that he installed from 
the existing water district to this subdivision. If I refuse to sign this water 
contract they refuse to close. 

Legally I can force a closing, but that is not the question. The Veterans’ Ad- 
ministration at Buffalo has rendered an opinion stating that this water contract 
is in the nature of an area improvement and, therefore, is something I must 
pay for over and above the cost of the home. 

I was never informed of that additional expense at the time I signed my 
purchase contract. When I began to question the VA’ and the builder on the 
problem I was notified by the builder that he was exercising an escalator clause 
in my purchase contract and increasing the cost of my home $640. The escalator 
clause in this purchase contract is in violation of VA regulations. 

After considerable delay the Veterans’ Administration at Buffalo wrote me that 
they would not allow the builder to exercise any escalator clause without giving 
me an opportunity to get my downpayment back and in no event would they per- 
mit the builder to exercise the escalator clause against me and not against any- 
body else in the subdivision. 

My home is now nearly completed, but I have been told by representatives of 
the builder that there is a stop-construction order on my home. Upon inquiry I 
was informed by the VA office at Buffalo that the builders are stopping construc- 
tion on my home because of adverse weather conditions in Rochester. This is 
ridiculous as the builder is completing construction on most of the other homes 
in the tract. 

I asked the Buffalo VA office what they would do in forcing the builder to com- 
plete my home and they replied that they cannot tell a builder what to do. 

Under my purchase contract a builder is to select a financing institution and 
send the necessary papers to the Veterans’ Administration to facilitate my GI 
mortgage. Six months has elapsed and the builder has done nothing to secure 
my mortgage or forward my papers either to the financing institution or the 
Buffalo VA office. 

Certainly this is undue delay in processing my mortgage and possibly retribu- 
tion for my inquiries. There aer many other problems that arise in construction 
of my home, such as fulfilling the specifications on file with the Veterans’ Ad- 
ministration. I feel if I press this matter by legal action, I will be successful, 
but as a result thereof they would be a delay in my going into possession of this 
home for approximately 6 to 8 months due to litigation. 

It is my feeling that the Veterans’ Administration could expedite this matter 
without a prolonged lawsuit. I would appreciate your investigating this matter 
and presenting same to the proper authorities. 


Mr. Suvrorp. Do you have a copy of the escalator clause referred to 
there ? 

Mr. Downer. No, Mr. Shuford; I have not. I would very much 
like to see it. 

Mr. Suvrorp. I would like to request that a copy of the escalator 
clause be placed immediately after the reading of that letter so that 
we will know what he has reference to, if you can obtain one for us. 
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Mr. Downer. I will call these people this afternoon on the telephone, 
Mr. Shuford, and try to get a copy of the ese: alator clause sent by air- 
mail to include in the hearings. 

Mr. Epmonpson. If they can be provided and there is no objection, 
it will be placed in the record at the conclusion of Mr. Downer’s tes- 
timony. 

Mr. Downer. Mr. Chairman, I don’t want to cause your hearing rec- 
ord to become too voluminous, but if you think it does not, I w vould 
like to have these documents that I have read and referred to included 
in the record of the hearing. 

Mr. Epmonpson. Those that you have not read in their entirety 
I think can very well be put in the record at this point. 

Have you not read some of them completely ? 

Mr. Downer. Yes; I have. I have read completely the newspaper 
article and I have read completely this one. 

Mr. Epmonpson. If a will supply those to us that have not been 

ead in their entirety they will be made a part of the record, if there 
is no objection. 

(The letters referred to are as follows :) 

ROcHESTER, N. Y., January 18, 1956. 
Mr. A. M. DONNER, 
Veterans of Foreign Wars, Washington, D. C. 

DEAR Sir: On July 31, 1955, I entered into a contract with Custom Manor 
Homes, Inc., for the purchase of a home in Henrietta, N. Y. This home was 
to be built on lot No. 74A of the Pinnacle Heights, section II subdivision. The 
home is now supposedly finished. At the request of the builder I made an 
inspection of this home on January 7, 1956, prior to taking title. 

Enclosed you will find a letter addressed to the builder which letter is self- 
explanatory. 

I have had no satisfaction from the builder. 

Would you kindly look into this matter? 

Thank you very much. 

Very truly yours, 
Rosert L. Goopricu, 
Certified Public Accountant. 


ROCHESTER, N. Y., January 9, 1596, 
CusToM MANOR House, 
Scottsville Road, Rochester, N. Y. 
(Attention : Mr. James Wilmot. ) 


DeaR Sir: Saturday, January 7, 1956, I made a final inspection of my home 
(lot 74-A). At that time I prepared a list of numerous items which needed 
correction, said list is attached to this letter. Your representative, Mr. Downs, 
refused to make any notations of these items and ridiculed the idea that they 
needed correction. In addition, he threatened that you would exercise the 
escalator clause if I persisted with this matter. 

As my house is a direct reflection on you and your organization, I felt that 
you would be interested in this situation. 

Very truly yours, 
Rosert L. Goopricu, 
Certified Public Accountant. 


Custom MAnor, Lor 74—-A 
LIST OF ITEMS NEEDING CORRECTION PER INSPECTION 


Powder room: 

Hole next to light in ceiling 
Base of toilet, caps are loose, tile missing around base 
Window does not close properly 
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Window not sealed at bottom 
Playroom: 
Weather stripping on outside door not on right 
Door to powder room scratched 
Floor tiles loose 
No gate from playroom to cellar 
Cellar: Windows not puttied in, nor do not close 
Kitchen: 
Molding around oven loose 
Wood used to fill cabinets not finished 
Cabinets rise at one side 
*aint over sink area not finished 
Several doors are sprung 
There is an opening between the counter and the oven section 
Floor molding loose 
Cabinet cracked 
No molding around bottom of cabinet bases 
Molding on bay window broken 
Living room: 
No shoe molding 
Hook missing off fireplace screen 
Wall of three-fourths inch top to bottom 
Chain missing in fireplace to open 
Ceiling not level 
Whole house needs repainting 
Floor in dining room needs refinishing 
Door stop missing from front door 
Front door leaks air 
Clothes closet door doesn’t work freely 
Floor has many bad pieces, never should have been used 
Master bath: 
Side of vanity has holes 
Vanity needs repainting 
Medicine cabinet doors do not slide and cabinet is dented 
Vanity is loose and can be moved 
No molding on vanity to keep out water when floor is washed 
Mint julep bedroom: 
Trim on rear window bad 
Wall damaged near door 
Shelf in closet warped 
Blue bedroom: Wall around switch broken 
Hall: Linen closet door warped 
Master bedroom and bath: 
Tile bar in such a position that towels would hang in the sink 
Tile on wall under sink broken 
Leak in sink pipes 
Tile in shower broken and seams need filling in 
Casement window in bath has opening 
Molding on bath door cracked and door loose at latch 
Molding on side window broken 
Ceiling in closet has opening around light 
Doorstop behind bedroom door missing 
Walls around outlets all broken 
Garage: 
Garage door molding crooked and cracked 
No cleanout for sewer pipe 
Roof : 
Air vent pipe needs roofing cement 
Roof shingles very wavy 
No louvres 
Gutter leaks 
Eaves have opening 


Mr. Epmonpson. Does anyone have any questions of Mr. Downer? 
Mr. Suvrorp. How many complaints has your organization had 
mgardi y +) ? 
regarding VA housing? 
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Mr. Downer. Surprising to me, Mr. Shuford, that we have not re- 
ceived more complaints than we have had. I don’t know exactly what 
the reason for it is, in view of what I feel sure is a widespread con- 
dition. 

We have, I should say, in the last month, have received complaints 
from 3 or 4 projects. 

Mr. Suurorp. Does your organization have a representative that 
cares for the public housing on behalf of the veterans, or is that 
handled by your ordinary staff? You have no special individual that 
these are turned over to? 

Mr. Downer. No, we do not, Mr. Shuford. 

Mr. Epmonpson. Are there any further questions? 

Several of these present new matters for the committee, Mr. Downer, 
and we are going to ask the staff to look into each of them and to bring 
to the subcommittee or the full committee’s attention their findings 
with respect to them. 

We thank you for bringing them to the attention of the committee. 

Mr. Downer. Thank you, Mr. Chairman. The reason I wanted to 
emphasize this particular case at this time was because of the fact that 
complaints have been made and the condition still exists. They are 
perhaps not patiently, but, nevertheless, waiting for some action. 

Thank you very much. 

Mr. Epmonpson. We thank you and the letter and contract may be 
inserted at this point. 

(The matter referred to is as follows :) 

MAAS & WEINSTEIN, 
Attorneys and Counselors at Law, 
Rochester 14, N. Y., January 20, 1956. 
Mr. A. M. DOWNER, 
National Legislative Service, 
Veterans of Foreign Wars, 
Washington, D. C. 

DEAR Mr. Downer: Enclosed herewith please find a photostatic copy of my 
construction and sales contract entered into with Custom Manor Homes, Inc. You 
will note that there is included in this contract an escalator clause and also a 
clause requiring the purchaser to pay any special assessments. It is my feeling 
that both of these clauses are contrary to Veterans’ Administration regulations. 

Upon questioning the escalator clause, I was advised by the Veterans’ Admin- 
istration in a letter to me dated December 9, 1955, and signed by John Otto of 
the Buffalo VA office, as follows: 

“In connection with the escalator clause in your contract the builder agrees that 
an escape clause is made a part of the contract, giving you the option of with- 
drawing if the escalator clause is exercised. However, even though the contract 
with an escape clause meets our regulations, we have informed the builder that 
we will not allow the escalator clause to be used against a few veterans and not 
others in the same tract. The builder has assured us that in no case will one 
veteran be asked to pay more than any other veteran for a comparable house 
where increased costs for labor and materials are involved. In other words, the 
escalator clause will not be invoked against one and not the other.” 

I assume the builder will not charge me under the escalator clause. 

Thanking you for your attention to this matter, I remain 

Very truly yours, 
SEYMOUR WEINSTEIN. 


CONSTRUCTION AND SALES CONTRACT 


Seymour Weinstein, hereinafter called the Purchaser agrees to have Custom 
Manor Homes, Inc., hereinafter called the builder, construct, in accordance 
with the zoning and tract restrictions, a home, as partially described on 
(Builder) (Purchaser) lot which is known as Lot No. 55-A of the Pinnacle 
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Heights II Subdivision, situate on the West side of Williamsburg Road in the 
Town of Henrietta, County of Monroe, and State of New York, lot size being 
100 by 200 approximately as per deed. 

Builder agrees to build said home in a workmanlike manner. Builder agrees 
to make such sewer and water connections and to construct such other struc- 
tures, walks, drives and do such grading as are provided in such plans and 
specifications on file with VA and/or FHA. 

Purchaser agrees to pay Builder $20,025.00 for said home, which is the total 
of the below sums and in addition thereto, such additional sums for extras as 
are provided for herein or as may be ordered by Purchaser, such extras to be 
paid upon completion of the extra work. Any such extras are to be ordered in 
writing by Purchaser. 


Basic House, complete—Clearview____--.--..----------------~---- $19, 350. 00 
BR ga” ae ae I ee Renee ae 325. 00 
eg ale er seamen ie konactsa ine 350. 00 

I i a ee ee eee. 1 ee) Sie debbas etl eeise 20, 025. 00 


To be paid to the Builder as follows: 
$500.00, Cash deposit, receipt of which is acknowledged. 
$———, on or before the — day of , 195-. 
$525.00, when the foundation for said house is completed. 
$19,000.00, balance on completion date. 

Builder agrees to maintain workmen’s compensation insurance in accordance 
with the laws of New York State and a policy of liability insurance to protect 
itself against liability and damage for injury to persons other than employees 
with limits of $10,000.00 for one person and $20,000.00 for more than one person 
injured in any one accident. 

Purchaser will pay costs incident to the financing and transfer of title under 
this contract as same are allowed under VA regulations, or FHA regulations 
applicable. 

This offer is conditioned upon purchaser qualifying for VA mortgage for 30 
years upon the premises herein described in the amount of $19,000.00. Purchaser 
agrees to execute whatever documents the financing institution, to be selected 
by Builder, may require to complete the financing. Purchaser will authorize 
payment of building loan advances direct to Builder. Interest on advances on 
building loans made during the construction is to be paid by Builder. Purchaser 
agrees to pay any sums required by VA, FHA and/or financing institution as 
escrows for taxes, Fire Insurance, etc., which said sum will be held for benefit of 
Purchaser. 

Builder will pay for all necessary permits, water and gas service from founda- 
tion wall to lot line during construction. Builder is to place necessary fire 
insurance. Premium to be pro rated as of date of transfer. 

If construction is to be made upon Purchaser lot, Purchaser will pay all taxes 
thereon. Builder need not commence construction until building loan mortgage 
has been recorded. 

If contract is to be made upon Builder lot, Builder is to furnish us, upon com- 
pletion of the contract, a warranty deed with Abstract of Title and Guaranteed 
Tax Search to date of transfer showing good marketable title, free of liens and 
encumbrances and subject to public utility easements or easements of record and 
restrictions running with the land common to the tract or subdivisions and all 
taxes and assessments will be adjusted as to the day of transfer. Purchaser’s 
attorney to have the Abstract of Title and tax searches for examination at least 
three days before closing. 

Purchaser agrees not to move any household goods or other material into the 
house until the house has been completed, final approval received from the VA 
or FHA and accepted by Purchaser and all of the unpaid balance of this contract 
has been paid in full. If for any reason Purchaser does not complete this con- 
tract upon receiving final VA or FHA approval, Purchaser agrees to pay Builder 
Q percent per annum, until settlement in full is made. It is therefore under- 
stood that Builder is to retain exclusive possession of the entire premises until 
completion of construction thereon, and occupancy of any part thereof by Pur- 
chaser, prior to such completion shall be deemed to constitute an acknowledge- 
ment on Purchaser’s part of complete performance by Builder of the construc- 
tion under this contract, and all balances due to Builder under this contract 
shall become immediately due and payable. 
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Builder agrees to build the aforementioned home for Purchaser by November 
1, 1955, approximately at the said total price of $20,025.00 subject, however, to 
riots, strikes, labor disputes, war, acts of God or any other cause or delay over 
which the Builder has no control; also subject to any governmental rulings, regu- 
lations or restrictions as to labor, materials or credit; also subject to the avail- 
ability of the materials. 

The contract price herein is based upon the price of labor and materials pre- 
vailing at the time of the acceptance of this contract. In the event that the cost 
of said labor and materials increases between the time of acceptance of this 
contract and the completion of said home, the purchaser agrees to pay the addi- 
tional sum up to 6% of the purchase price for said increase in labor and materials. 
The purchaser is to be charged with any special assessment for improvement 
bonds including those payable in the future for improvements included in the 
plans or specifications or commenced or completed at the time of closing. 

This offer, when accepted, will constitute our contract and will be binding 
upon the heirs, devices, executors, administrators, successors, or assigns of each 
of us. 

Upon the failure or refusal by Purchaser to pay the sums provided for herein 
or to fulfill this contract in any respect, Builder may retain the cash deposit and 
Builder may pursue any other remedy at law or at equity that he may deem 
advisable including but not limited to specific performance of the contract 

This offer is good until the — day of —-——, at twelve o'clock noon. 

s SEYMOUR WEINSTEIN. 

Dated: July 19, 1955. 

Witness : —— -— 

ACCEPTANCE 

I hereby accept the above offer and agree to sell and build on the terms and 

conditions set forth in said contract. The deposit here made to apply thereon. 
Custom Manor Homes, INC., 
By /s/ JOHN G. KELLOCK, V. P. 

Dated : 

Witness : 

I hereby certify that the above is a true and exact copy of original Construction 
and Sales Contract. 

THOMAS B. AGuGLIA, Notary Public 

Commission Expires March 30, 1956. 

Mr. Epmonpson. Mr. Stone, do you want to come forward and 
testify and have with you such members of your oflice as you wish 
to bring ? 

If you will identify yourself any any persons you want to call on 
for comments alongside of you, why, we will be ready to get underway. 


STATEMENT OF RALPH H. STONE, CHIEF BENEFITS DIRECTOR, 
VETERANS’ ADMINISTRATION, ACCOMPANIED BY THOMAS J. 
SWEENEY, DIRECTOR, LOAN GUARANTY SERVICE; RAYMOND J. 
NOVOTNY, DIRECTOR, FIELD SERVICE; JOHN M. DERVAN, CHIEF, 
LEGISLATIVE AND REGULATORY STAFF; PHILIP N. BROWN- 
STEIN, ASSISTANT DIRECTOR FOR LOAN POLICY AND MANAGE- 
MENT; AND T. F. DALEY, DIRECTOR OF LEGISLATIVE PROJECTS 
SERVICE, OFFICE OF LEGISLATION 


Mr. Stone. Mr. Chairman, I am Ralph Stone, the Chief of Vet- 
erans’ Benefits, Veterans’ Administration. 

Mr. Sweeney is our Director of Loan Guaranty. 

Mr. Brownstein is in his office. 

Mr. Dervan is in his office. 

Mr. Novotny is in our supervisory work as Director of the Field 
Service. 
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Mr. Epmonpson. Do you have a prepared statement ? 

Mr. Stoner. I have a prepared statement. 

Mr. Epmonpson. Would you like to read it. We will be glad to hear 
it, or if you would like to present it to the committee for inclusion 
in the record at this point and summarize it or make such highlights 
or comments as you like, you may do so. 

Mr. Sronr. It is rather lengthy, but I think it is worthwhile infor- 
mation to everybody on the committee and those present and I would 
like to read it and submit it for the record. 

Mr. Chairman and members of the committee, it is a pleasure for 
me to appear to review the activities of our loan-guaranty program 
during the past ye 

Mr. Sweeney a some of the members of his staff are with me, and 
we will be pleased to answer any questions that may arise. 

In my statement I have covered a number of topics that I believe are 
of current interest to you, so if you have no objection, Mr. Chairman, 
I will proceed with the text of the statement. 


LOAN-GUARANTY ACTIVITIES IN 1955 


Loan originations. During 1955, activity in connection with the 
guaranty of loans to veterans reached the highest peak in the 11-year 
history of the program. 

During the year, appraisals were requested on 1,013,671 dwelling 
units—an increase of 100,000 over 1954, and more than double the 
annual totals during 1953 and 1952. 

Certificates of reasonable value were issued on 1,054,512 dwelling 
units, and 1,254,864 compliance inspections were made during the 
construction of 391,800 new homes started for veterans during 1955. 

During the year, ‘applic ations were received to guarantee or insure 
a total of 677,154 loans, of which 669,058, or nearly 99 percent, were 
home loans; 1,908 were farm loans, and 6,188 were business loan 
applications. 

Home loan applications in 1955 exceeded the number received 
1954 by 141,000, and were more than double the annual totals in 1953 
and 1952. 

Applications for farm loans were 23 percent higher than the 1954 
totals, while business loan applications were about 15 percent below 
the corresponding 1954 totals. 

Cumulatively through 1955 a total of 4,957,652 loan applications 
had been received, of which 9314 percent were for home loans; 114 
percent were for farm loans, and the remaining 5 percent were for 
husiness loans. 

LOANS GUARANTEED OR INSURED 


Evidence of guaranty or insurance were issued during 1955 on a 
total of 667,500 loans, amounting to $7,188 million. C ‘umulatively 
through 1955, more than 414 million loans had been guaranteed or 
insured, amounting to $33,834 million. 


Of this total, 414 million were home loans amounting to $32,955 
million. 
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WORK IN PROCESS 


Despite the record high volume of loan-guaranty activity during 
1955, considerable progress was made in reducing the volume of work 
in process. As of the end of 1955, there were 56,622 dwelling units 
awaiting appraisal as compared with 97,463 at the end of 1954. 

At the end of 1955, there were 17,938 loan applications awaiting 
preliminary approval as compared with 26,219 at the end of 1954. 

At the end of 1955, there were 25,030 fully disbursed loans awaiting 
the issuance of evidences of guaranty as compared with 35,832 at 
the end of 1954. 

In all but a smaller number of offices, loan-guaranty operations were 
practically on a current basis at year end. 

That is figuring from 2 to 3 weeks being considered a current basis. 


LOAN REPAID IN FULL 


During 1955, a total of 230,954 guaranteed or insured loans were 
repaid in full, of which 88 percent were home loans, 2 percent were 
farm loans, and the remaining 10 percent were business loans. 

Cumulatively through 1955, about 1814 percent of all home loans 
guaranteed hi id been re epaid i in full, with 61 percent of the farm loans, 
and 77 percent of the business loans made having been paid in full. 
The 1,005,827 fully repaid loans to date had an orginal principal 
of more than $5 billion. 


DEFAULT AND CLAIM EXPERIENCE 


As of the end of 1955, a cumulative total of 454,937 home loans had 
been reported in default, of which 397,423 had been cured or with- 
drawn; 24,168 had resulted in claim payments, and 33,346 were still 
in default. 

The gross amount payable on the 24,168 home-loan claims was 
$66.: 323,515, of which $47,691,499 had been refunded or recovered 
through liquidation proceedings, leaving a net iene, to date of 
$18,632,016. 

About one-half of 1 percent of the total number of home loans 
guaranteed to date had resulted in claims and the net amount of 
claims paid to date—which is subject to further recovery from the 
liquidation of securities and repayments—was equivalent to about one- 
twentieth of 1 percent of the initial principal amount of total home 
loans guaranteed. 

The percentage of home loans outstanding on which defaults were 
pending has been declining steadily during the past 4 years, from 1.7 
percent of outstandings at the end of 1951, to slightly less than 1 
percent at the end of 1955. 

As of the end of 1955, a cumulative total of 14,910 farm loans had 
been reported in default, of which 82 percent had been cured: 14 

vercent had resulted in claims, and the remaining 4 percent were still 
in default. 

Mr. Suurorp. What do you mean by the expression “cured” / 

Mr. Stone. Taken care of, paid off, settled, delinquencies paid up 
to date. 
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They might be 2 months or 3 months behind and have made up 
their payments in default. 

Mr. Suvurorp. They had made up their default / 

Mr. Strong. Yes. 

Mr. Suvrorp. Pardon the interruption. 

Mr. Srone. That is all right. About 3 percent of the farm loans 
made to date had resulted in claims and the net amount of claims 
paid to date amounted to about one-half of 1 percent of the original 
principal amount of all farm loans made. 

Mr. Epmonpson. I was very much interested in your statistics 
given for the steady decline in home loans outstanding on which de- 
faults were pending. I think that is a very encouraging thing that 
they are declining. 

However, I am interested in the we of that information as to 
farm loans. You do not state whether farm loan defaults are in- 
creasing or remaining constant, or decreasing. 

Ido you have those figures available ? 

Mr. Srone. We will supply you with that information for the 
record. We don’t have it with us. 

Mr. Epmonpson. Do you have someone here who knows whether 
thev are on the increase or decrease / 

Mr. Brownstretn. They are not on the increase. 

Mr. Epmonpson. Are you speaking of national figures ? 

Mr. Brownsrery. I tell you why, Mr. Edmonson, our farm loan 
volume has gone down very appreciably. 

Mr. Epmonpson. I notice you have only 1,408 farm applications in 
the last year. 

Mr. Stone. Yes, sir 

Mr. Epmonpson. Can you state that percentagewise they are not 
on the increase / 

Mr. Brownsrern. No, sir; I cannot, but we will give you those 
figures. 

Mr. Stone. We will get you the true figures. 

Mr. Epmonpson. I would like to have them supplied for the record. 

(The information referred to is as follows:) 


Defauit trends: Home and farm loans 








Home loans Farm loans 
Loans in default Loans in default 
End of calendar year Number of — —————, Number of |———————---——- 

loans out- loans out- 

aaa Percent of : e Percent of 

standing Number loans out- | St@nding Number | loans out- 

standing standing 

1949 1, 526, 689 31, 826 2.08 39, 465 1, 434 3. 63 
1950 1, 958, 715 38, 735 1.98 38, 326 1, 375 3. 59 
1951 2, 323, 892 39, 639 1.71 35, 396 1, 069 3. 02 
1952 2, 523, 387 33, 789 1. 34 31, 750 1,016 3. 20 
1953 2, 723, 006 28, 541 1.05 28, 562 875 3. 06 
1954 2, 999, 178 34, 204 1,14 26, 500 766 2. 89 
1955 3, 441, 453 33, 346 . 97 24, 651 580 2. 35 


Mr. Sronr. As of the end of 1955, a cumulative total of 40,096 
business loans had been reported in default, of which 59 percent had 
been cured: 35 percent had resulted in claims, and the remaining 8 
percent were still in default. 
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About 6 percent of the business loans made to date had resulted 
in claims, and the net amount of claims paid to date amounted to a 
little over 114 percent of the original principal amount of all business 
loans made. 

Mr. Epmonpson. Could I ask you to supply trend figures on business 
loans to coincide with your trend figures on home loans and farm loans, 

Mr. Stone. We will get it for you, sir. 

Mr. Epmonpson. Thank you. 

(The information requested is as follows :) 


Default trends: Business loans 


Business loans 


Loans in default 


Number of |- errs 
loans out- 


3 ery 
standing Percent of 


Number loans out- 
standing 


End of calendar year— 


a I i Sl teiet aie : 63, 446 3, 797 5. 98 
SEG vtenataen pense aw davewsdedenddadPiee owhieddlaetaed ds cek 62, 653 3, 153 | 5.03 
i ncstdsebtne: wise shor trvirecmde deinen atin, da a 04, 236 3, 900 4.14 
la tart idea lind ieee ed aah 2 edhe eam eit net edie 110, 766 5, 038 4.55 
ME wiac idea ke eed bc sebtdddanins dee da Aan death waeied 80, 102 6,024 | 7.52 
Ra tite ells ela te al ennai mwewnn ee iiiiadMiieiatincs 56, 615 5, 076 8. 97 
Pa A hawked te ctadebhbewecthebtenada dockondbe eaten 37, 610 3, 264 8. 68 


Mr. Strong. Impact of VA-guaranteed home loans on overall hous- 
ing economy : During 1955, new nonfarm dwelling units started under 
private ownership in the United States totaled “1,310, 200, according 
to the latest figures of the Bureau of Labor Statistics. Units started 
under VA compliance inspection during 1955 totaled 391,800, equiva- 
lent to 30 percent of the United States total housing starts. 

Nonfarm real estate mortgage recordings of $20,000 or less during 
the year ending November 30, 1955, as compiled by the Home Loan 
Bank Board, totaled $28,565 million. 

V A-guaranteed home loans cormg the same period amounted to 
$7,092 million, equivalent to about 25 percent of the total nonfarm 
real estate mortgage recordings. 

I think that will be very enlightening to the committee to list the 
total participation as compared to the number of veterans in his 
country. 

Degree of veteran participation in loan guaranty program: As of 
the end of 1955, a total of 414 million veterans had secured V A-guaran- 
teed or insured loans, using all or a portion of their entitlement. Of 
this number, 272,500 were veterans of the Korean conflict. 

As of the end of 1955 there were an estimated 15,391,000 veterans of 
World War IT and 4,364,000 veterans of the Korean conflict—843,000 
of whom also saw service in World War IIT—in civil life. Thus there 
are about 15 million veterans who have not used any part of their 
loan guaranty entitlement. 

Direct loan activities—the record to date: As of the end of 1955, 
cumulative total of 133,949 applications for direct loans had been re- 
ceived. of which 51,129 had been rejected or withdrawn, 72.485 had 
heen closed and fully disbursed, 5,814 were being processed, and 4.521 
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had guaranteed loans arranged by private lenders as a result of re- 
ferrals by the voluntary home mortgage credit program during the 
first 8 or 9 months of the year. 

Of the 72,485 direct loans closed and fully disbursed, 2,260 had been 
repaid in full; 6,742 had been sold to private investors; 207 had re- 
sulted in foreclosures of voluntary conveyances; and 63,276 were 
outstanding. 

The 207 direct loans which had resulted in foreclosures or voluntary 
conveyances as of the end of 1955 represented about three-tenths of 1 
percent of the 72,485 loans made. 

As of the end of 1955 there were 3,132 direct loans in default, or 
5 percent of the loans outstanding on that date. Of the total number 
of direct loans in default, only 62 were classified as insoluble and 
loan-servicing efforts were being made to effect a cure on the 
remainder. 

Total funds allotted to regional office for making loans: $603.9 
million. 

Net amount reserved for loans made in process : $556.8 million. 

Unreserved balance of funds allotted : $47.1 million. 

Of the $556.8 million total reserved to date for direct loans, about 
$3.1 million had been reserved on 427 farmhouse loans. 

Of the 427 farmhouse loans for which reservations have been made 
to date, 79, amounting to $662,000, were made since July 1, 1955. 

Mr. Suvurorp. Mr. Chairman, could I ask a question at that point ? 

Mr. Epmonpson. Yes. 

Mr. Suurorp. What do you mean by the net amount reserved for 
loans made and in process? First, go back to the original amount, 
total funds allotted to regional offices for making loans. Is that the 
amount authorized by the Congress ? 

Mr. Sweeney. Mr. Congressman, that is the amount that was 
allocated, not necessarily the total amount authorized. The amount 
authorized but allocated by the respective quarters. 

In other words, cumulatively we have allotted to the offices under 
the authorization of Congress that figure. 

Mr. Suurorp. This is the amount that your department allocated 
to the regional offices for loans? 

Mr. Sweeney. That is right, sir. 

Mr. Suurorp. And then your amount reserved for loans, of $556.8 
million, what does that. represent ? 

Mr. Sweeney. That represents where we have earmarked funds for 
application or loan commitment. 

In other words, an individual veteran has had some certain sum 
earmarked for him so that we can go ahead and either process his 
application or issue a commitment to ‘make the loan. In other words, 
those funds are earmarked. 


Mr. Suurorp. That shows a balance of $47.1 million funds 
allocated. 
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Now. what was your balance of funds authorized you’ Do you 


show that / 


Mr. Sweeney. I don’t have it. Let me state it this way: If we 
were to give the allocation right up to date, I think we could add 
another $50 million for that quarter. 

Mr. Suvrorp. Here is the point I am getting at, Mr. Chairman, 
and I do not want to delay this too long. 

What amount were you authorized by the Congress for direct loans 
last year / 

Mr. Sweeney. For last year it was $150 million. 

Mr. Suvrorp. $150 million, and then where do you get your $603 
million then ? 

Mr. Sweeney. These are the cumulative figures for the direct loan 
program since July 1950. 

Mr. Suvrorp. But you have no figures in here to show what you 
have that you have not allocated ? 

Mr. Sweeney. No, sir; but I would like to amplify this for the 
benefit of the committee and break that out by years, showing the 
authorization, the obligation and the disbursement, and the principal. 

Mr. Suvrorp. I think it would be helpful to know the amount that 
has been appropriated by the Congress for use for direct loans, and 
what the VA has allocated for loans, and what has been actually 
spent, I mean loaned out, and what balance you have in the VA. 

Mr. Sweeney. We will supply that table for the record. 

(The material referred to is as follows:) 


DirREcT LOAN AUTHORIZATIONS AND STATUS OF FUNDS 


Public Law 475, 81st Congress, approved April 30, 1950, authorized the Ad- 
ministrator of Veterans’ Affairs to make direct loans up to $150 million through 
June 30, 1951. 

Public Law 139, 82d Congress, approved September 1, 1951, authorized direct 
loans to be made through June 30, 1953, on a revolving fund basis, limited to 
$150 million outstanding as of any one time. The revolving fund consisted of 
the unreserved portion of the original $150 million authorization, plus the in- 
crement from direct loan sales and other principal repayments. 

Public Law 325, 82d Congress, approved April 18, 1952, augmented the re- 
volving fund by up to $125 million, to be made available from the Secretary of 
the Treasury in quarterly installments of $25 million and with Treasury advances 
after June 30, 1952, to be reduced by the proceeds of direct loan sales in the 
preceding quarter. 

Public Law 101, 88d Congress, approved July 1, 1953, continued the authority 
to make direct loans through June 30, 1954, and added up to $100 million to 
the revolving fund, to be made available in quarterly installments of $25 million 
less the proceeds of sales during the preceding quarter. 

Public Law 611, 838d Congress, approved August 21, 1954, continued the 
authority to make direct loans through June 30, 1955, and added up to $150 
nillion to the revolving fund, to be made available in quarterly installments 
of $3714 million, less the proceeds of sales during the preceding quarter. 

Public Law 88, 84th Congress, approved June 21, 1955, extended the authority 
to make direct loans through June 30, 1957, and added $300 million to the re- 
volving fund to be made available in quarterly installments of not more than 
$50 million, and limited to $150 million in each fiscal year. 
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Under these authorizations, the status of direct loan funds was as follows on 
the dates indicated: 


ow — a —— a ee ae 


Status of direct loan funds (cumulative) as of— 


| 
June 30, June 30, June 30, June 30, June 30, | Dee. 31, 


1951 1952 | 1953 1954 1955 1955 
Maximum Treasury advances 
authorized (maximum | 
Treasury advances after | 
June 30, 1952, reduced by ! 
proceeds of direct loan sales 
in preceding quarter) - - $15 50, 000, 000 ome, 000, 000 $275, 000, 000 $375, 000, 000 som 5, 000, 000) was, 000, 000 
Maximum amount of con- j 
gressional authorizations for | | 
making loans, by source 
lreasury advances 150, 000, 000! 175, 000, 000) 267,090, 000) 363, 741, 300) 488, 165, 838) ! 533,744,988 
Direct loan sales 5, 233, 380} 10,097,750: 16,468,000) 42,716,450) 45, 298, 12% 
Other principal repay- | 
ments , 562,615) 16, 654,360 30,882,400) 49, 332, 322| 60, 948, 549 
Total available rz 150, 000, 000) 187, 795, 995 293, , 842, 110| 41, —, 700} 580, 214, 610! 639, 991, 660 
Utilization of amounts avail- | | 
able: | 
Amount disbursed ..| 60,493,900) 145, 142,004) 234, 305, 640) 345, 941, 600) 463, 066,910) 519, 645, 691 
Committed, not yet dis- 
bursed 53, 863, 058 29, 17, 893) 58,076,437) 57, 563,980) 101,761,149) 37, 136, 300 
Subtotal, cumulative | 
commitments 114, 356, 958; 174, 259,897) 292,382,077) 403, 505, 580) 564,828,059) 556, 751, 991 
A llotted to regional offices, | | 
not committed 33, 3, 612, 042 7, 814, 103) 930, 923| 3, 699, 420 6, 952 941) 47, 110, 117 


Subtotal, cumulative 


| 
allotments .- 147, 969, 000) 182, 074, 000) 293,313,000 407, 205,000 571, 781, 000) 603, 892, 108 
Balance available, not 
allotted to regional of- | 
fices 2, 031, 000 5, 721, 995 529, 110 3, 886, 700 8, 433,610) 36, 099, 552 
Total available . 150, 000, 000! 187, 795, 995) 293,842,110 411,091,700) 580, 214, 610 2 639,991,660 


1 Only 1 quarterly Treasury advance, totaling $45,579,150, requested during 6 months ending Dec. 31, 1955. 
? Includes $26,735,015 of unused funds allotted prior to July 1, 1955. 


Mr. Epmonpson. Coming at it another way, the gentleman is seek- 
ing the amount of funds that have been appropriated by Congress 
to lend that have not been lent over the period. 

Is that not right? 

Mr. Suurorp. That is one way. Then I would also like to have it 
broken down as to the allocation. 

Mr. Stone. Under the heading “Cooperation with Voluntary Home 
Mortga age Program, title VI of the Housing Act of 1954, Public Law 
560, 83d C ongress,” established the voluntary home mortgage program. 
In order to assist in carrying out the intent of Congress as expressed 
in that title, the Veterans’ Administration has cooperated fully in 
referring all veterans seeking home-financing assistance in eligible 
direct loan areas to the regional offices of V HMCP before considering 
their direct. loan applications. 

Almost immediately it became apparent that guaranteed loans on 
liberal terms were available only at discounts in most areas which were 
eligible for direct loans, and that since any such discounts had to be 
absorbed by the seller, builder, or broker, but may not be paid by the 
veteran under VA regulations, many sellers were declining purchase 
offers stemming from VHMCP referrals. 

Instead, they expressed a preference to await the availability of 
direct-loan financing, which is extended at par. The appearance of 
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this competition between the two programs threatened to nullify the 
effectiveness of the voluntary home mortgage credit program insofar 
as veterans loans were concerned. 

Accordingly, on February 18, 1955, this agency instructed its re- 
gional offices that where guaranteed loans were offered as a result of 
VHMCP referr: als, on terms comparable to those prevailing in the 
nearest metropolitan area where guaranteed loans were being made, 
and where sellers, builders, or brokers declined to absorb the re- 
quested discount, this agency would similarly decline to make a direct 
loan for the purchase of the subject property. 

This did not mean that the veteran had lost any of his rights or 
entitlement to obtain either a direct or a guaranteed loan, and he was 
free to seek to buy another house where the seller would accept financ- 
ing terms customarily found in nearby metropolitan areas. 

Mr. Epmonpson. At that point, I think there might be some ques- 
tions that some of the members would like to raise in connection with 
that conclusion. That the veterans had lost no rights. 

Mr. Sisk. In view of the testimony that we have heard this morning, 
and in view of the known facts and results of this procedure, in various 
areas, I would like to have you comment on it. 

You heard Congressman Harrison’s statement in reference to the 
experience in the Shenandoah. I would like to have you make a 
comment on how the veteran is going to ever be able to own a home 
provided he chooses that partic ular area to live in. 

Mr. Sweeney. For the matter of putting this thing in right per- 
spective, we have to admit there are two incomp: atibilities here. As 
one of my staff said we try to adopt an administrative solvent here as 
it were, to have both programs adopted. 

Mr. Epmonpson. That 1s a new one on me. 

Mr. Sweeney. I plagiarize the thought of the staff. Actually you 
have two pieces of legislation which the Administrator is to attempt 
to administer. On the one hand you have a direction on the part 
of the law that was passed in 1954 directing that the Administrator co- 
operate with the VHMCP and make all referrals to that program and 
as it developed through that regional committee. 

At the time they got underw: 1y and with the commitments of the 
sponsors of that legislation that they were going to attempt to pick up 
all these direct-loan applications, then you got into the practicalities 
of what was going to be necessary, since you were in a discount market. 

Admittedly we were plagued with some of this correspondence 
where they were asking 8 or 9 or 10 point discounts. We told them that 
we were putting the country boy on a parity at that time with the 
city boy. 

Mr. Epmonpson. Were you really, though, when you put the limit 
of 3 percent total discount, including the 1 percent finder’s fee or orig- 
ination fee, when they were paying 7 or 8 or 9 percent discount in the 
city area? 

Mr. Sweeney. May I correct the point about the 1 percent that the 
veteran pays? That isa fee that was authorized in 1949. 

But as far as the discount was concerned, that was charged by lend- 
ers. They ran anywhere from 2 to 5 or 6 points. 

We told them that there were loans being guaranteeed with discounts 
in the metropolitan areas of around 2 percent. 
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At that time we put in the order that if a lender offered to make a 
loan on these liberal terms 414 percent interest at 25 or 30 years’ ma- 
turity, and if the lender wanted those 2 points, that we saw no objection 
if the builder or seller was to absorb it. 

Now, we had that problem and I think that that was discussed, 
if | may interrupt Mr. Stones’ statement here with the chairman of 
this committee and with the representative of the Senate Banking and 
Currency Committee last July. 

In fact, I think we confirmed that understanding by letter that we 
were faced with this problem of trying to operate under two laws. 

Mr. Epmonpson. Is there anything in the VHMCP statutory foun- 
dation that requires that the VA assist in the collection of this 2-percent 
discount ? 

Mr. Sweeney. No, sir. 

Mr. Epmonpson. In other words, there is nothing in the law that 
does require that this voluntary program operate with a discount; 
is there ¢ 

Mr. Sweeney. No, sir; nor is there anything in the law that they op- 
erate ata par. That is, the economics of the situation at the time is that 
these private lenders going into any area, whether it is a metropolitan 
area or rural area, were obtaining discounts on GI loans. 

Mr. Epmonpson. The incompatibility did not come into existence, 
though, until the requirement was made that a discount be made that 
would be comparable with the discount in these other areas? 

Mr. Sweeney. That is right, sir. 

Mr. Epmonpson. I do not see how you can really say that the vet- 
eran has not lost any rights when, as the gentleman from California 
points out, a veteran who is in an area where the seller will not ac- 
cept this discount is absolutely foreclosed from getting a loan, either 
under the guaranteed loan program or under the direct loan pro- 
gram, which was set up to take care of that situation where he could 
not get money. 

Now, you are depriving these veterans of their right to direct loans 
when you insist that they must get a seller who will pay that discount 
under the voluntary program. 

Mr. Sweeney. That is true, sir. 

Mr. Epmonpson. You really do not mean what you say here in this 
statement, Mr. Stone, when you say this does not mean that the vet- 
eran has lost any of his rights. 

Mr. Stone. He has not lost any of his rights to buy a house if he 
can find a seller that will absorb it. 

When you say the seller will not absorb the discount it is true that 
the veteran may not be able to buy the particular house, but he has not 
lost any right to buy a house. 

Mr. Epmonpson. If he wants to move to another locality he can buy 
a house. The veteran that wants to live in a particular locality where 
his job is, for instance, or where his family is located, wants a home 
put on that farm, is just foreclosed, is he not, under the operation 
of this program? 

Mr. Sweeney. Not the farm, sir; those are excluded. 

Mr. Epmonpson. Let me follow you on that. You say that to build 
a home on a farm is excluded from this provision ? 
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Mr. Sweeney. That is right, sir. The VHMCP does not entertain 
any application for loans on farm houses or for the purchase of farms. 
Mr. Epmonpson. Why is that? They are not interested / 


Mr. Sweeney. That is right. It is a different type of loan: the 


economics of the loan, repayment, income factors. ‘They are only in- 
terested in direct home loans. 
Mr. Epmonpson. I am pretty interested in that now. ‘These in- 


surance companies and people who are lending, then, are not interested 
in lending to any farmers to build homes; is that right ¢ 

Mr. Sweeney. That is right. 

Mr. Srone. Under this particular law. 

Mr. Epmonpson. I am a little curious to see how you are creating 
a parity situation, then, between the boy on the farm and the boy in 
the metropolitan area by this system that you have. 

Mr. Sweeney. Mr. Chairman, let me put it another way: You know, 
the Congress in passing the VHMCP tried to encourage private lend- 
ers to go out in these rural areas and make home loans. That is what 
the Congress did. 

Now, we have to recognize those just as we do the lender that is in 
the city. Now we have many, many loans that are turned down, par- 
ticularly on existing construction in the metropolitan areas where 
sometimes the seller refused to pay those discounts. 

I mean the picture is not new. It is in the metropolitan area and 
cities of good size. You do have a little conflict. 
Mr. Epmonpson. It is a substantial conflict. 

Mr. Stone. We try to do the best we can to get 
that Congress has passed. 

Mr. Epmonpson. I do not see that the law requires the discount in 
this voluntary mortgage program. 

Mr. Stone. The law of averages is what make discounts in busi- 
It is not the law covering that at all. 

You will always have discounts in loans when money is tight, 01 
when money is free in certain areas, or tight in others. That is just 
what I guess you call business by the lenders that we cannot control. 

Mr. Kearney. I am not a farm boy, but do I understand from many 
years sitting on this committee that we have had trouble insofar as 
loans in the farm areas are concerned compared to the metropolitan 
areas ¢ 

In other words, it was easier to obtain money to purchase homes in 
urban areas than it was in rural areas, particularly on farm property. 

Mr. Sweeney. That is right, sir. 

Mr. Kearney. Is that something that will always confront us ¢ 

Mr. Stone. In my opinion, yes, sir, from private lenders. 

Mr. Krarney. In other words, the lender bei ing a human agent is 
certainly looking out for the lender; he is not looking out for anybody 
else. 

Mr. Epmonpson. I would agree 1,000 percent with that, sir. 
tainly have no disagreement with that. We are right together. 

Mr. Suurorp. I would like to have this clarified in my mind, too. | 
am a little hazy about it. 

Under your direct loan are you required under the law to submit it 
to lending agencies ¢ 
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Mr. Sweeney. We are required under the law to refer these appli- 

cations to the voluntary home mortgage credit program and give them 

the opportunity to decide whether they are going to go ahead and 
make a guaranteed loan. 

Mr. SuHurorp. How many agencies are registered with the voluntary 
home mortgage credit progr am? Are there not just a few insurance 
companies, or who comprises the home loan mortgage credit ? 

Mr. Sweeney. Primarily the insurance companies. There are some 
mutual savings banks participating and some local lenders, some 
commercial banks, s: avings banks, and savings and loan associations. 

I do not have the actual number of lenders that are participating. 
[ understand from the officials of the VMCP that a lot of them are in 
and out. 

I imagine that the insurance companies, though, are principally 
handling the applications, committing and making the loans. 

Mr. Suvurorp. You are under the law required to submit it to this 
organiz: — : 

Mr. SwrEen That is right, sir. 

Mr. Suvrorp. How m: iny days do they have to toss it around and 
find out whether they want to buy it, or not? 

Mr. Sweeney. When one of their program participants are willing 
tomakea cuaranteed loan. 

Mr. Suvrorp. You cannot do anything in the VA about it until they 
have talked it around in their agency for a while and decided whether 
they want it or do not want it? 

Mr. Sweeney. That is right, sir. 

Mr. SuvForp. That might be 30 days, 60 days, or 120 days? 

Mr. Sweeney. We give them 45 days in which to advise the VA as 
to whether or not they are going to m: ake a commitment. 

Mr. Suvrorp. Suppose ‘they. do not make the commitment and will 
not take the loan, then what does the VA do? 

Mr. Sweeney. If they do not have a lender in the area where the 
veteran is operating, we will go ahead and make the direct loan. 

Mr. Suvrorp. Then you make the loan? 

Mr. Sweeney. Yes, sir. 

Now, we have the situation where the lender apparently may have 
turned it down for some other reason than security or credit analysis. 
Our office will review that and if we find that he is otherwise eligible 
both from credit analysis or for the security, we will go ahead and 
make the direct loan. 

Mr. Suvrorp. Then if they decide, some one of them decides that he 
wants a loan, you require the owner of the house, if he is selling it, or 
the contractor, to pay 2 percent discount plus 1 for the so-called 
finder’s fee, or the origination fee ? 

Mr. Sweeney. Let me clarify the 1 percent. The builder or seller 
does not pay that. That is an origination charge that we permit un- 
der our schedule of fees that the veteran can pay to the lender. 

Mr. Suvrorp. The veteran cannot pay the 1 percent ? 

Mr. Sweenry. The lender may charge it. He does not have to, but 
he may. If he does make the charge, the veteran may pay it. 

In this area they are operating in now, most lenders do charge the 
l percent. With respect to the “discount, most lenders today except 
in the area where we have a plethora of credit, New England States, 
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most lenders are charging anywhere from a point as high as 6 or 7 
points discounts for a guaranteed loan. 

Now, at the time that we entered into this program and in trying to 
cooperate with the VHMCP, we recognized the lenders were getting 
discounts in metropolitan areas. Howev er, in order to keep the dis- 
counts on these loans in direct loan areas within reasonable bounds 
we said that if the proposed discount was to exceed 2 percent we would 
have to go ahead and make direct loans. 

However, we told them that we would cooperate to that extent and 
put the country boy on the parity with the metropolitan boy and peg 
it at two points. 

There are some other factors that they insisted on. I think the 
chairman said this morning that the prime purpose of this VHMCP 
program was to eliminate ‘the direct-loan program and to eliminate 
the activity of the Federal National Mortgage Association. 

That is legislative history. By this cooperation we attempted to 
try to operate with the program in the beginning and where they failed 
to make the loan we made direct loans. We have made loans in other 
cases where the veteran is committed to go ahead in many areas where 
the lenders are not participating. 

I might state that much of this agitation comes from real estate sales 
brokers because the lenders are tapping their commission for a point. 
But where the guaranteed loan is obtainable only at discounts in excess 
of 2 percent we go ahead with the direct loan. 

Mr. Suvurorp. So that if the lending agency will not take it, then 
the VA goes ahead and makes them the loan, things being equal, and 
the credit report. You go ahead and make it. 

Mr. Sweeney. Yes. 

Mr. Suurorp. If they decide they want to take it, then they say, 
“T want the discount, 2 percent.” 

Mr. Sweeney. That is right. 

Mr. Suvrorp. The owner says he will not pay it. 
“No soap.” 

Mr. Sweeney. That is right. 

Mr. Suurorp. “We won’t make you a direct loan,” 
a loan unless he pays the 2 percent. 

Now, is that provided by law, or is that a ruling of the VA? 

Mr. Sweeney. That is the ruling of the VA. 

Mr. Suurorp. Do you not think that is a little unfair to the veteran? 

Mr. Sweeney. Well, we are trying to explain to you, Congress- 
man—— 

Mr. Suvrorp. I understand that, but do you not think, honestly, 
that that is unfair to the veteran? 

Mr. Sweeney. I would have to say frankly, “Yes.” 

Mr. Curisrorner. I would like to get this so that I can get it 
through my foggy mind: A veteran finds a home in his community 
that he wants to buy. We will say the purchase price is $15,000. 
He goes to a private lending agency and they say they will make the 
loan. 

If they do, is not that loan guaranteed by the Veterans’ Adminis- 
tration if you accept it as to both principal and interest to the man 
who lends the money to the veteran to buy the house? If the veteran 
does not pay it, it is guaranteed ; is it not? 


Then you say, 


and he can’t get 
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Mr. Sweeney. You are referring to the automatic provisions of 
the law. If the veteran is buying a $15,000 house and a supervised 
lender at is, one that wants to make the loan under the automatic 
provisions—goes ahead and closes it and reports it in to us, yes, that 
loan would be guaranteed. 

But if he wants to have the automatic guaranty that is provided 
by law his guaranty will be limited to only $4,000, or 50 percent of 
the loan. 

But by administrative fiat we have permitted a supervised lender 
to close on an automatic basis so they could have the benefit of 60 
percent or $7,500 guaranty. 

If the supervised lender did close that loan which was otherwise 
eligible, or within the provisions of the act, that would be auto- 
matically guaranteed. 

Mr..SuHvurorp. Suppose the veteran wanted to buy this home and 
they say, “We want a fee or commission or lug, or whatever you 
want to call it, and let us say 6 percent.” That is $900. And the 
veteran says, “I won’t pay it.” And he comes back to the Veterans’ 
Administration and says, “I want that home and I want it on a 
direct loan.” 

Then the Veterans’ Administration says, “Now, here is a private 
lending agency that was willing to m: uke that loan. You won't 
accept it, so you can’t get any direct loan.” 

Are you not helping the lending agency to collect that commission 
off the veteran or close him out of the entire home loan program ? 

Mr. Sweeney. Mr. Congressman, I wonder if you want to correct 
that $15,000 and make it $10,000, because we can’t make a direct loan 
higher than $10,000. So let us assume there is a $10,000 deal and that 
lender asked for a discount of nine points, or $900, and the seller or 
builder refused to pay it. 

Yes: we would be foreclosing that veteran from getting that par- 
ticular house, if we (lid not make a direct loan. 

Mr. SuHurorp. Can you justify that position and, if so, how? 

Mr. Sweeney. I beg your pardon? 

Mr. Suvrorp. Can you justify that position in that case and, if so, 
how ¢ 

Evidently the property is not worth any more than the man is ask- 
ing for it. If it was, he would boost his selling price. I cannot look 
at that as anything but a lug on the veteran. 

Mr. Sweeney. You are asking about the justification of the lender 
charges. You said a while ago we took steps because the lenders were 
attempting to charge 6 or 7 or 8 points, so we pegged it at 2 points. 

So, if the lender is asking 8 or 9 points, we would just go ahead and 
make a direct loan. 

Mr. Suurorp. Can you even justify the 2 points and, if so, how? 

Mr. Sweeney. Sir, the only reason we are justifying the 2 points 
is the fact that the prevailing rate and the charge for discount on 
guaranteed loans in the metropolitan area that prevailed at the time 
of that order was 2 points. 

In order to cooperate with the lenders who were coming into the 
picture saying they were going to make these loans—that was the 
prime purpose, to offset direct loan program—we pegged it at 2 
points. 
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Mr. Suurorp. Do you not think the private lenders would go ahead 
and make the loans and take their interest? They are in the process 
of lending money for interest. Do you not think that the Veterans’ 
Administration would say, “There is no commission to you. Take 
the loan if you want it. If you don’t want it, the Veterans’ Adminis- 
tration will make it direct ?¢” 

You would not get any more direct loans than you are getting now 
because those men want to loan that money in order to get the interest. 

Mr. Sweeney. Well, Mr. Congressman, in this market I doubt 
whether any lender, with the guaranteed loans having a fixed interest 
rate, would in fact make the loan in the absence of a discount. Nor 
would that change their thinking in the matter of discounts. 

IXven in some of the areas where we had a premium—lI referred to 
the New England area—I notice a shift in emphasis where they are 
not paying premiums now. 

I wish we could have the facilities of accomplishing what you have 
in mind, but in dealing with these lenders they are the ones that dic- 
tate the terms; they are the ones that loan the money, and we all know 
they are looking for yields. 

Mr. Suurorp. Was not this housing program designed by Congress 
to put the veteran where he would not be at the mercy of the private 
lender! Was not that the thought behind the veteran’s housing pro- 
gram, to put him where the private lender would not finance him at 
a reasonable rate, even though it was guaranteed, he came to the 
Veterans’ Administration and got the loan directly. 

If that is not the way it is, it certainly is the way it ought to be. 

Mr. Sweenery. That is right in connection with the areas we would 
designate where lenders are not making guaranteed loans and that is 
primarily in the rural and semirural areas. 

When this direct program was proposed, certain members of this 
committee will recall that the hue and cry came from the outlying 
areas where the small banks, or where the secondary investors, the 

New York bankers, were reluctant to go into the rural or semirural 
areas, 

The Congress saw fit to take care of those boys in the rural and 
semirural areas and adopted the direct loan program. 

We made it a requirement that before we would entertain a direct 
loan application that each veteran would contact at least three of the 
local bankers and get reasons why they would not make a guaranteed 
loan. That was a condition for eligibility for the direct loan. 

That program ran out and was conducted all the way up through 
1954 until we had this new program here, when the VHMCP came. 

Mr. Epmonpson. In the event the private lender who is part of the 
voluntary credit setup comes back and says, “We will lend the money 
but we want 10 percent down,” what then happens if the veteran does 
not have the 10 percent to put down ? 

Mr. Sweeney. If the lender will make the loan with 10 percent down. 
~)-year maturity, the question is whether those terms are comparable 
to terms available to veterans in metropolitan areas. The 30-year 
no downpayment is permissive under the legislation. ; 

Any lender can make a shorter term; he can make his own require- 
ments. There is nothing mandatory on it. 

Mr. Epmonpson. It is my understanding in the operation of this 
voluntary credit plan that 1f a veteran has an offer from a lender in 
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this voluntary credit setup of a loan with 10 percent down, he does not 
have the 10 percent, then he cannot get a direct loan either. Is that 
right, or not ¢ 

Mr. Sweeney. No; I don’t think that follows through. If we 
find that the veteran has been turned down, we usually go back and 
ask if they will not reconsider that. There may be some cases where 
they have been turned down and the excuse has been the fact that they 
do not have the 10 percent. 

They turn them down for credit or they may have that excuse to 
turn them down for security. 

Usually where we find those cases where the veteran has been offered 
a loan for, we will say, 10 percent down, 25-year maturity, generally 
we say those are terms comparable to the metropolitan area. 

Mr. Epmonpson. So, no direct loan ? 

Mr. Sweeney. That is right. 

Mr. Curistoruer. If you find they are comparable in the metropoli- 
tan area you say to the veteran either take that loan or you are out. 
Is not that the final decision ? 

Mr. Sweeney. Are you referring to the metropolitan area ? 

Mr. Curistoruer. I say if you find that a veteran from a rural area 
comes in from a contract or offer from a private lender agency that he 
does not like, or he does not feel is just or that he cannot finance, you 
say to him, “Now, you have had the offer of credit from a private 
lending agency, you either accept that or you are out so far as the 
Veterans’ Administration is concerned.” It comes down to that, does 
it not? 

Mr. Sweeney. Yes, sir. 

Mr. Sxurorp. Where you formerly had a metropolitan area and 
it was converted to an area for direct loans, does the same rule apply 
in that case, they have to submit it to the VHMCP? 

Mr. Sweeney. Yes, sir. 

Mr. Suvrorp. Even though it has been declared an area for direct 
loans, it has to be submitted ? 

Mr. Sweeney. Yes, sir. 

Mr. Suurorp. How many of those do you have in a State? 

Mr. Sweeney. You mean how many areas? 

Mr. Suurorp. How many voluntary home mortgage credit com- 
mittees ? 

Mr. Sweeney. I think there are 16 committees, Congressman, and 
each one of those committees is centrally located and cover a minimum 
of 4 States, or the equivalent of maybe 4 or 5 of our regional offices. 

There are 16 regional committees. They cover about four’ States. 

Mr. Suvrorp. So it really pays the veteran to have them say that 
they do not want his paper. Then you will make the loan, but if he 
is a good risk and somebody wants it, why, then, you will not make 
his loan at all ? 

Mr. Sweeney. I do not follow you on that. If the veteran has 
gotten an offer for a comparable term, for a fairly liberal downpay- 
ment, for a fairly liberal maturity 

Mr. Suvrorp. Here is the point I am making: You submit this to 
the loan agency. They will not take it. Then that veteran can come 
to the VA and you will consider it on its merits? 

Mr. Sweeney. And make him a direct loan. 
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Mr. Suvurorp. You will consider it on its merits and make him a 
direct loan ¢ 

Mr. Sweeney. That-is right, sir. 

Mr. Suvurorp. If one of these lending agencies decides that they 
would take the paper for a loan, with a discount, that he is going 
to make something out of it, the veteran has no control over it at all. 
He is simply the borrower and the seller of the property says “No, I 
put my price on this; my house is worth this amount of money.” 

Then the VA says, “I am very sorry, but we have no control over 
the seller. We can’t make him do anything, and because we cannot 
make him come under it, we have no contractual relationship with 
him at all, but our rules and regulations and not the law specify 
that you are out and cannot get a loan.’ 

Mr. Sweeney. Can’t get a loan on that particular property. 

Mr. Suurorp. And you have to go through the same thing on the 
next piece of property and as a result he has lost his right to a loan 
because of his credit rating and he will be able to buy most any other 
house. 

Mr. Sweeney. He has not lost his right, but he has an opportunity 
to get another loan on another property. 

Mr. Suvurorp. That is about the same thing as his right, is it not? 

Mr. Sweenry. He may buy another house. He m: uy not find a 
lender to loan him on that security and we may make him the loan. 

Mr. Suvrorp. As far as that particular piece of property, he is out ? 

Mr. Sweeney. That is right. 

Mr. Suvurorp. He cannot | borrow on that at all just because you have 
no control over the seller to make him come in. That is an arbitrary 
rule on the part of VA? 

Mr. Sweeney. That is right. 

Mr. Epmonpson. The gentleman from California. 

Mr. Sisk. I want to clarify one statement that Mr. Sweeney made 
because I either misunderstood him, or else I think he contradicted 
himself. Iam sure he did not intend to do that. 

With reference to the example that you were discussing with my 
colleague, Mr. Christopher from Missouri, with reference to the dis- 
counts, you said in answer to a question that if the lender, private 
lender in this case, said that “we want 7 or 8 or 9 percent,” you would 
immediately make a direct loan? 

Mr. Sweeney. Yes. 

Mr. Sisk. Now, I someway do not correlate that with the answers 
we have just had discussed here now with Mr. Shuford. In other 
words, that the only thing that would prohibit your making a direct 
loan would be a willingness of a lender to loan with only a 2-percent 
discount. 

Mr. Sweeney. Mr. Sisk, I said where the lender was asking for 8 or 
9 points discount. 

What Mr. Shuford was bri inging out is where the seller or the 
builder, usually pay the 2 points; we have 2 categories. Do I make 
myself clear there ? 

‘On the one hand he asks where the lender was asking 8 or 9 points. 
We said “No.” That is an unconscionable discount. 

We will go ahead and make a direct loan; if that is the term on which 
he wants to make guaranteed loans in this area, we will say “No.” 
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If he wants to just for two points and the seller is willing to make it, 
we will say “O. K.” We say in these areas where the lender is asking 
for 1 or 2 points, nothing in excess of that, the terms are really equiva- 
lent and the builder does not want to pay the 2 points. 

Then we say, “Well, the veteran is out of the picture.” 

Mr. Sisk. Maybe I am wrong, but it was my understanding that it 
was the intent of Congress in putting in the direct loan program to 
take care of and to make fair and equitable to all areas of the country 
the veterans home-loan program. 

Mr. Sweenry. You mean on the direct loan ? 

Mr. Sisk. They put the direct loan in actually because of the very 
lack of existence of money in some of these areas. That was the origi- 
nal intent where the lender was not partic ipating in the gu: aranteed 
program, they were not a in the 414 percent loan; they were 
reluctant to extend these to 25- or 30-year maturity. 

So the Congress saw fit to indblaen ize the program to make loans up 
to $10,000 on very liberal terms. 

Mr. Swreenry. Now, in some cases we ask for a downpayment to 
qualify the veteran. If he has something over $10,000 we ask that he 
pay down, the difference between the purchase price and the $10,000. 

We have in some cases required the veteran to put 5 or 10 percent 
down, because creditwise we want him to qualify that loan to meet the 
monthly amortization based on his anticipated income and expenses. 
Sometimes a private lender does that, also. We make downpayment 
requirements to qualify the loan. 

Mr. Sisk. I appreciate what you are saying, but I am getting back 
here to the intent of the Congress now—— 

Mr. Sronr. Could I answer one of your questions where you said 
it was the intent of Congress to make it equitable and fair to every- 
body’ If we eliminated the 2 percent on this particular thing it 
would put the rural, or that group of people, into a much better po- 
sition than it would the metropolitan people living in the metropolitan 
area where they are having to pay 3 or 4 and 5 percent discount. 

Mr. Epmonpson. Will the gentleman yield for a question ? 

Mr. Sisk. Yes; I will be glad to yield. 

Mr. EpmMonpson. Mr. Stone, can you tell me any good and logical 
reason why the 2 classes of lenders who apparently qualify under 
this direct-loan program, the 2 classes who want to build a home, 
the veteran who is living on a farm and the veteran who is living 
in a town area, where the direct-loan program has been invoked, 
why there should be a discrepancy between them as to their rights? 

You have already told us that the farm veteran who is building 
a home on his farm does not have to pay this 2 percent. He gets a 
direct loan automatically because the insurance companies and the 
others are not interested in building a home on a farm. 

Now, why should your veteran who is living in a small town out 
there, maybe 500 yards from a boy that is on the farm, why should 
he have to pay this 2 percent plus 1 percent to some insurance com- 
pany when the boy 500 yards from him on a farm under your regu- 
lations is able to get the direct loan and they are both in an area that 
is qualified for direct loans ? 

Mr. Srone. The veteran does not pay any part of it. He only 
pavs one point. So we are discussing something which the veteran 
is not charged with. 
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Mr. Epmonpson. It is debatable, of course, whether this is really 
coming out of the veteran’s pocket in the long run and the value of 
his home, or not. 

Mr. Srone. We don’t consider any part of that in the appraisal 
of property. It either comes out of the builder’s pocket or the 
seller’s. 

Mr. Epmonpson. May I ask why the provision as to the down- 
payments is discriminatory between them? Your farm veteran 
living on a farm and building a home on the farm is not obliged to 
pay more than 2 percent down under your direct-loan program. 

Your boy living in the town, under this voluntary mortgage credit 
program, if a lender comes in, an insurance company, and wants to 
lend to him, take its 2 percent plus 1 percent, plus 10 percent down, 

can keep that boy in town from getting a direct loan even though he 
is in an area qualified for direct loans? 

Mr. Stone. If they could not make a loan less than 10 percent down 
it would receive good consideration and probably a direct loan would 
be made, 9 times “out of 10, 

Mr. Epmonpson. We have had many instances of complaints to 
this committee where they have not been able to make the direct loan 
because they could not meet the requirement of the lender under this 
voluntary mortgage-credit program to make downpayments. 

Mr. Sronr. I have not had anything of that nature come to my 
attention. 

Mr. Epmonpson. We will supply you with some that might be il- 
luminating. 

Mr. Stone. We will be glad to have them. 

Mr. Epmonpson. I cannot help but feel that the effect of the regu- 
lations that have been put into effect on this program supplementing 
a law that I think has some very fine objectives and is a good one, 
I think the effect of the regulations has been to pervert the true intent 
of Congress with regard to this voluntary program. 

I think the congressional intent as I understood it when I sup- 
ported this legislation, as I recall I supported it, was that if there 
was a private lender willing to come into an area of a direct loan from 
outside, into a direct loan area and make a 414-percent loan, that we 
would prefer to see the money come from a private lender rather than 
come out of the direct-loan funds, but I do not think there was ever 
any congressional intent that the private lender should be able to 
come in there and in effect just sabotage the direct-loan program for 
a number of veterans who otherwise would be qualified for direct 
loans. 

Now, that is my own personal view on it. I cannot help but feel 
that there has been a perversion of congressional intent with the 
operation of this program under regulations that are not required 
by the law as it was written by Congress. 

Mr. Srone. If we did not peg it at two points they would be able to 
get money only at a higher discount. I think this has helped to 
keep discounts down in all areas. 

Mr. CuristopHer. Do you not always make the direct loans? Could 
you not say to the private lending agency, “Here is the security and 
here is the loan at 414 percent, take it or leave it. If you want it, 
take it; if you do not, we will take it”? 
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Mr. Stone. Of course, we have a lot of veterans who don’t live 
in direct-loan areas. Their discounts are higher. We are trying to 
even it up as best we can. 

Mr. Epmonpson. Our former chairman from Massachusetts wishes 
to ask a question. 

Mrs. Rogers. I always say have direct loans for everybody, then 
everybody would be treated the same way and if things went wrong, 
you have a place to go. That would be an indirect way of han- 
dling it. 

I would like to ask you this: Some said that when veterans are 
getting their loans from FHA there was no trouble. I was wondering 
how m: iny veterans are getting loans through FHA and how many 
through the VA. 

Mr. Sweeney. Mrs. Rogers, I don’t know that we have any sta- 
tistics as to how many veterans are utilizing the FHA loan for 
financing of purchases. I don’t think there are any statistics com- 
piled on that. 

Mrs. Rogers. There would not be so very many, would there? 

Mr. Sweeney. We have no way of knowing. 

Mr. Sisk. If the gentlewoman from Massachusetts will yield on 
that point, the point I was trying to bring out in the discussion a 
moment ago was the very thing that I referred to this morning. 

With reference to these discounts I have a lot of questions in my 
mind as to your regulations on pegging the two points as to what 
effect it has had. I know in my own area where the same builder 
constructing a home and the homes are identical in the same area a 
the appraiser comes in and, of course, the whole thing is done with 
certain understanding, the V.A goes in and appraises the home at 
$10,900 and that is what it costs the veteran. 

A nonveteran, though, walks up and purchases the adjoining home 
identical in every way, the FHA appraises it at $10,000, he pays 
$10,000. 

So what actually happens, the veteran pays $900 penalty because 
he is going through the VA and because he is a veteran because of a 
9 percent ‘discount proposition in order to get the money. 

Mr. Svone. It is unbelievable. I would like to have the exact case 
if that is not supposition. I certainly would like to have that. 

Mr. Stsk. That is the point I was trying to bring out this morning. 
It was not necessarily that the FHA was taking any better care of the 
veteran or anything that way. It was a matter that to me has given 
me a lot of concern as to the effects of these discounts where money is 
concerned and where the veteran is, I feel, being discriminated against 
and being penalized because an appraiser moves in and appratses it 
and then the broker or lender in cahoots raises the price. 

The appraisal value is raised in order to cover the amount of the 
discount so the veteran is actually penalized the amount of money. 

Mr. Stone. There is no difference in lending money through FHA 
or VA. It is loaned by a lender. If there is a discount possible to 
charge he charges it. 

There is not a discount charge in all loans or by all lenders. Some 
are satisfied with the 414 percent. 

We had meetings, as you know, with Senator Sparkman’s commit- 
tee. He was interested in this whole theory of discounts. 
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The Congress passed a law here a few years ago that gave the Vet 
erans’ Administration the duty of regulating it so that there would 
not be discounts. 

I think in 1952 or 1953 or 1954, somewhere in there, that law was 
canceled, and, of course, all the time that it was in effect it was almost 
impossible to enforce it because there were so many shenanigans put 
on by the business lenders. I think that was one of the big reasons 
why it was canceled. 

Mr. Epmonpson. Your own statement, page 7 at the middle of the 
page. identifies discount over 2 percent as an unreasonably large dis- 
count according to the Veterans’ Administration. 

So I think there would be agreement here that in the majority of 
the portions of the country where guaranteed loans are being made 
that unreasonably large discounts by your definition are being charged 
for money. 

Mr. Stone. Yes, we agree with that. 

Mr. EpMonpson. What do you think the overall effect would be on 
this discount practice, of the Congress making available as a secondary 
mortgage market several billion dollars of the GI insurance money 
which we have here‘ 

Mr. Srone. I think that would tend to lessen and lower the discount 
if more money was made available. The reason for the high discount 
is that there is not available money today and the lender ean sell it 
when it is in short supply and get a profit out of it. 

My. EpmMonpson . Do you think that would be a worthwhile objec 
tive! 

Mr. Svonr. Certainly. 

Mr. Epmonpscn. It would lower that discount / 

Mr. Stone. Yes. Any objective would be worthwhile that puts 
more money into the market that makes it easier for the builders to get 
the money. I cannot speak for the insurance fund. 

Mr. Epmonpson, | understand your administration has supplied to 

s an adverse report on legislation to do that. T just wondered how 
yon reconciled that with th: at healthy objective that might be realized, 

Mr. Davy. My name is T. F. Daley, of the Office of Legislation, 
Veterans’ Administration. 

We were called upon in connection with the round-table disc ission 
before Senator Sparkman’s subcommittee in November to address our- 
selves to this same issue, the utilization of the national service life 
insurance fund and were able to give Senator Sparkman the beneiit of 
the report that had been made in connection with Senator Maybank’s 
proposal to that end of several years back. 

We also, during the first session of the 84th Congress, reported on a 
bill to your committee concerning the same proposal to utilize a por- 
tion of that national service life insurance fund for direct loans, as I 
recall, 

Mr. Epmonpson. That is the report to which I was making refer- 
ence. 

Mr. Darey. If you will recall, the Veterans’ Administration made 
the point that the national service life insurance fund is a trust fund 
as to which there is a steady return from investments made in Treas- 
ury securities, that it occupies a more or less sacrosanct role 

Mr. Epmonpson. May I interrupt at this point to ask if the inter- 
est rate or the return is as much as 44% percent ? 
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Mr. Datey. It is not, Mr. Edmondson, but, after all is said and done, 
respecting the loan-guaranty program and the secur ity which the law 
permits on a guaranty loan, it is, nevertheless, not a full secur ity. At 
most it is 60 percent or $7,500 of the principal amount of the loan, 
whichever is the greater. 

The Veterans’ Administration, the Treasury, the Comptroller Gen- 
eral, all have taken—I can’t say a dim view, but it closely approaches 
a dim view, concerning, in the first instance, the governmental guar- 
anty of 60 percent of a loan and then a duplicate or dual guaranty on 
the part of the Treasury of the United States. 

Mr. Epmonpson. There is also a dim view on taking that veteran’s 
money that now is available to buy bonds and using it for some other 
purpose, too, is there not? 

Mr. Datrey. I am not competent to speak on that subject. But I 
did want to point out that we had taken a position concerning the in- 
surance trust fund, and I wanted to clarify the record to indicate that 
the Administrator has not looked with approval on that particular 
proposition. 

Mr. EpmMonpson. Even though ac knowledging, in the person of Mr. 
Stone, that it might have a very healthy result in the housing situation 
and the money situation for housing. 

Mr. Datry. Mr. Edmondson, I interpreted Mr. Stone’s statement as 
meaning that it would be a nice thing if you could have a secondary 
mortgage bank with lots of money. I don’t think, and Mr. Stone can 
correct me if I am wrong, I don’t think he was giving his complete 
approval to the proposal as to which the Administrator had alre ady 
made his report. 

Mr. Kearney. I would like to go back to the thought expressed here 
about loans in the FHA and Veterans’ Administration. The remark 
I think was made by Mr. Sweeney, that the statistical records are not 
available. 

I would like to have the chairman of the committee, if possible, find 
out. I think we are going to be greatly surprised on the committee 
here to find out that in comparison there are very few FHA loans 
compared to the VA loans. 

Mr. EpmMonpson. You mean to veterans? 

Mr. Kearney. That is right. I am anxious to find out if we can 
justify what that percentage is. 

I would say offhand, not ‘from a factal study, but from what I have 
heard in the few years here, there is no comparison in the amount of 
loans in FHA as there is compared to VA. 

This has just been brought to my attention, that a seller of a home 
can charge any price under the FHA program, but under the VA 
program homes must be sold at the present appraisal price, which is 
generally lower in price than FHA. 

Mr. Epmonpson. I think the seller under the VA program can sell 
it at less than the appraised price. He has a wide mobility below the 
price, but, of course, he would not be wanting to do that. 

Mr. Kearney. That would go under the thought I have just ex- 
sressed and, if possible, I would like to see if we can get some statistics 
from the FHA; also the VA. 

Mr. Epmonpson. I imagine about the only way that could be done 
would be by a questionnaire to a number of FHA clients because I 
doubt if the FHA forms for loan would show on their face. 
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You have to write a group of letters to FHA borrowers. 

Mr. Kearney. I would suggest that we write to Mr. Cole of the 
FHA to find out if he does have that information available. 

Mr. Epmonpson. I think it would be very interesting, myself. 

Mr. Stone. Mr. Chairman, we will endeavor to get that figure for 
you. Of course, we can very safely say that the percentage would be 
very low and I again want to speak on the question here that was raised 
about the discount. 

The discount on FHA money when somebody buys a house through 
FHA and gets it from a lender—there is no difference in the discount 
or price of money than there is whether he buys it through VA. That 
is the business of the lender and nothing that either of us can control 
and it bothers us a great deal. 

We can talk on it here from now until doomsday and never get 
anywhere. 

Mrs. Rocrers. You remember that there was some consideration to 
having the loan go through the FHA rather than through the VA and 
the committee decided against it. 

Mr. Kearney. Let me say to the lady from Massachusetts, that as 
far as that proposition that was expressed here before the commit- 
tee, I personally was opposed to it. I would like to see this program 
continued under the VA where this committee would have something 
to say about it, rather than through the FHA. 

I am firmly convinced in my own mind that any program that has 
to do with the veterans of this country should come through this 
committee. 

Mrs. Rogers. We are all agreed on that. 

Mr. Curisropuer. I would like to ask Mr. Stone what ethical justi- 
fication there is for any discount whether it is 1 percent, 2, 3, or 4 or 9, 
either from the man that builds the house or the veteran that buys it? 
What ethical justification is there for any payment of that description ? 
Why is it tolerated ¢ 

Mr. Stone. I agree with you 100 percent. I have thought of that 
a great deal and wondered why it is, but the reason is that the people 
who have the money to lend want more profit than 414 percent. 

It was brought out in the Sparkman hearing a couple of months ago 
by the representatives of the banking interests, if we upped the rate 
of interest on the veterans’ loans, then discounts would go down. 

Mr. Sparkman said— | 
that was exactly the same argument that was used when we raised it to 4 and 
$14, yet we have the same discounts. 


Of course business is business and that is what they are doing. 
They can get it and so they are charging for it. , . 

_I don’t know whether by law you can effectively control it, or not. 
That would be a matter of legislation. Of course, we cannot and 
have no authority to control discounts. I do not believe in discounts 
adding to costs of veteran housing. 

I would like to see every single loan sold at par, and it is awfully 
hard for me to understand why a VA mortgage, that is practically, 
so far at least, an almost riskless investment, should be below par. 

On the other hand, if you will check your stock sheets in the paper, 
you will find that Government bonds are sometimes 96, 97, 98, and so 
there is a discount there. 
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The moneylenders want more than the law allows or is granted 
by the interest rate on that particular bond. It is purely business 
operating. 

Mr. Curisropuerr. Is it not a fact that no one pays a discount on a 
direct VA loan to a veteran ? 

Mr. Sronr. Subject to the 2 percent rule discussed earlier, that is 
right. Under Mrs. Rogers’ thought that she expressed a few minutes 
ago, if the Government would want to have the $33 billion ready to 
invest in building and make all direct loans, of course, they all would 
be at es 

Mr. Curisropner. Do you not believe that the Congress, when it 
passed “the direct-loan provision, had in mind taking the veteran 
out of the clutches of the moneylender? Now, I am stating it rather 
crudely, but that is what I mean. 

Mr. Stone. It was not that entirely. It was that lenders do not 

ire to go into rural sections. They want to have the security where 
it is easier to watch and service. If they can handle it through their 
agencies within the larger communities, they prefer to do it that w ay. 
When money was really free then they extended out in the rural areas. 

Congress wre that money be made available to the veterans 
in those areas. I do not think that Congress intended that one vet- 
eran, because he lived in a section, a rural or urban area, deserved 
anything better than the veteran who lived in the other. So they 
passed that law to make . available to him. 

Now, it is available at a price in the metropolitan areas and it is 
uvailable at a price in rur a sections. 

! ami not in accord with the theory or policy of it at all, but it is 
seemingly a necessity to continue building homes. 

Mr. Suurorp. Mr. Chairman, I have just one more question and I 
will be through. 

Mr. Stone or Mr. Sweeney, it does not matter, I have an area where 
loans were not being made through the VA, at least in sufficient num- 
ber, according to some of the veterans. Investigation was made by 
the VA. IT want to compliment the VA for sending down Mr. Lover, 
who is a very wonderful man, to make that investigation. He found 
out, and so reported in the VA, that the failure to make loans in that 
area was because of the money market. There was not sufficient money 
there for that purpose; it was not available and, therefore, the VA 
declared that an area for direct loans. 

Now, under your ruling or regulations, the granting of direct loans 
amounts to nothing because you go right back to the same lenders 
and submit the paper of the veteran to those lenders and they say 
they will take it with a certain discount. They won’t pay the dis- 
count: therefore, there is no money available because the VA and 
your own rules and regulations have said if you do not get it through 
the banks or the lending agencies, you are out, you cannot have it. 

Is there any way that the VA can correct sue ha situation where, on 
the one hand, you say you can get the money here; we make direct 
loans available to you; and, on the other hand, you come in and say, 
“Well, the money is there available to you, but still you can’t get it 
and we won’t let you have it.” 

Mr. Srone. Is that North Carolina? 

Mr. Suvrorp. That is Asheville, N. C. 
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Mr. Stoner. We have made 3,759 direct loans out of the Winston- 
Salem office in North Carolina. 

Mr. Suvurorp. How many out of the Asheville area / 

Mr. Stone. I don’t know. I know that we have made direct loans 
there already since that area was established as a direct loan area 
and that VHMC have made a number of loans there. 

Mr. SuHurorp. The complaint was, Mr. Stone, that all of your loans 
out of the Winston-Salem office, practically all of your loans were 
made in two areas, around Winston-Salem, Greensboro, and Charlotte, 
and that the Ashville area, or the western part of the State, was only 
getting a very few. 

You finally declared that that was an area for direct loans so that 

they could get the funds. Yet you submit the loans to exactly the 
same parties who were making the loans before and they want the 
discount and the minute they say that, you say there is no money 
available; that you have had your opportunity, you could have 
gotten it. 

So your directive for a direct loan in that area has been of no avail, 
of no benefit. What good has it done? 

Mr. Sronre. They are making loans there. 

Mr, SuHurorp. Not in that area, they are not. 

Mr. Stone. They are in the Asheville area 

Mr. Suvrorp. I sent a case to you a couple days ago about it where 
they were charging $250 and the owner would not pay the discount. 
Therefore, you have told the man that there are no funds available 
for him and that is one of the direct loans. 

Mr. Stone. How much was the sale for / 

Mr. Suvrorp. It met every other requirement except the discount. 

Mr. Stone. Was it under $10,000? 

Mr. Suvurorp. Yes; I think it was $7,500. 

Mr. Stone. Then the direct loan would be made; $250 would be 
over 2 percent. 

Mr. Suvurorp. Your regional director turned him down on it, that 
there was no direct loan; no funds were available. 

Mr. Weaver. I have a question on the direct loans, if you could 
give me some idea as to about how long it takes from the time an 
applic ation is put in until that is processed. I realize that varies in 
some instances, but could you give me a general idea there ? 

Mr. Stoner. Mr. Sweneey. 

Mr. Sweeney. If we had the money available and the veteran had 
properly filed his application, the time we go in there and pass on the 
preliminaries and approve it and issue a loan commitment, it should 
not take longer than 30 days because we would have to go out and 
appraise it. 

Admittedly we have a problem there. In some of the rural areas 
we may have to send a fee appraiser a long distance and those factors 
may prolong that time. 

I would say normally from the time the application comes in and 
provided we have money and give a loan commitment, it should not 
take longer than 30 days. 

After that loan commitment is out there and provided the contractor 
is firmed up and everybody understands between the buyer and seller, 
by the time you run title, again depending on the closing attorney, title 
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examination, I would say it takes another 30 days as a minimum in 
order to close the loan. 

So from the time the application is filed—everything is routine—I 
would say it would take about 60 days. 

In some areas we have had applications filed that have been held a 
long time because they were out of money. 

Therefore, the period was 6 to 8 months which was a fact because 
we could not make a loan commitment. 

On the VHMCP we have told the VHMCP that they have to make 
a decision within 45 days. 

Now, the reason they want that, some of these insurance companies 
rather than have the approval of the application made by their local 
correspondent are having those applications sent into the main offices 
because many of the loc al representatives were turning down applica- 
tions. Both the mutuals and the life insurance companies asked if we 
would give them a little more time to have applicatons sent into the 
principal and actually that has accelerated consideration of a good 
many more applications and consequently more loans. 

Mr. Curisropuer. I have a little statement that I want to make for 
the record. 

It is my opinion that if the Veterans’ Administration will say to 
the private lending agency “this property has been appraised, the loan 
is guaranteed, if you want to lend your money on this property at 414 
percent, O. K. If you don’t, we have the money for a direct loan.” 

I think in 99 cases out of a hundred that the private lending agencies 
would accept the loan. 

[ say further that it is my opinion that if you run out of money 
for a direct loan the Congress will not be tightfisted enough, but 
that it will give you some more. 

I am tired of seeing a lug used in the sale of veterans’ property. 
I call it a lug; it is nothing else. I cannot see it any other way. 

I do not like to see this Veterans’ Administration seeming to cater 
to the bankers and defeating the intents of Congress when we made 
this direct loan available. I think it is high time that “~ practice 
was stopped and if it takes congressional action to stop it, then let 
us take it. 

Mr. Kearney. I want to say this, that as far as my area of the 
country is concerned, I have had axe a few of these cases up and 
I have found that the Veterans’ Administration is not taking the 
part of the so-called bankers ¢ lique or whatever you want to call it. 
We have had many a case that has been brought to the attention of 
the VA where the various banks, for instance, in one small city that 
I know of, refused to have anything to do with it and the veteran 
got the loan O. K. so far as the VA is concerned. 

Mr. Sisk. Mr. Chairman, if I could just clarify a statement that 
I made. I want to be clear on this: 

I am not here to advocate doing away with the VA home-loan 
proposition. I think it is doing a good job. I think certainly any 
loan program for the benefit of the veteran should be kept in such a 
condition that this committee would be in a position to know what 
is going on. 

The point I was merely trying to bring out—and it might be pos- 
sible that it is isolated in my area, although it has occurred in some 
other areas of my State, where charges have been made with ref- 
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erence to particularly breaking down, for example, of the direct loan, 
because of certain regulations that have been set up, and particularly 
the other charge which I might say I am working on and have been 
actively in the past 2 months—this thing is occurring in my area and 
charges are made that it is occurring, and I have some pretty good 
evidence where through manipulations of appraisals veterans actually 
have been penalized. 

I realize that there are advantages to buying under VA because of 
the no-downpayment provision where under FHA they have to raise 
10 percent. That certainly makes a difference. 

But I do want to clarify it. Lam all forthe VA program. I want 
to see it worked as equitably and as good as we possibly can. 

Mr. Epmonpson. Mr. Stone, you may continue with your state- 
ment. 

Mr. Stoner. I would add one thing. I think we ought not discuss 
discounts too ‘long unless you want to make some legislation to change 
it, because we cannot do this, we cannot do anything about it. 

Mr. Epmonpson. Are you favorable to control legislation on dis- 
counts 4 

Mr. Stone. If it is workable. The other was not workable as I 
am informed. 

Mr. Epmonpson. We would be very much interested in any VA 
recommendations along that line that would put the brake on this 
discount situation and we are seriously considering hearings in the 
next few weeks on this question of opening up a secondary mortgage 
market through the use of GI insurance funds. 

Mr. Srone. Mr. Chairman, I just want to add one statement, too, 
that we e cannot, neither can the veteran, neither can anybody, force 
a lender to lend money. We have tried to operate the loan-guaranty 
program in order to get houses built for veterans and we have tried 
to use the best judgment and the best facilities that we have for bring- 
ing that about. 

if it is a matter that they have to pay discount, the builder, the 
buyer, seller, whatever it is, in order to get a house, and have to do 
it, that is it, and we cannot regulate it or control it. 

Mr. EpmMonpson. In the instance of this VHMCP program you 
have succeeded in induc ing the private lenders to lend shout $90 mil- 
lion in these rural areas 

Mr. Srone. That is riehé. I will have that in my report, the fig- 
ures on it, What they have accomplished. 

Mr. EpmMonpson. You have been successful in inducing them to do 
this by adding to $90 million which they have loaned about 3 percent 
return in addition to the 414 percent, which means.about a $2,700,000 
eratuity, or bonus on top of their interest which they are receiving for 
lending this $90 million; is that not right ? 

Mr. STONE. No, all lenders have not charged 2 percent. There is a 
lot of par money in certain areas and you cannot figure the one point 
asadiscount. It is for ¢ ‘losing costs. 

A veteran has to pay closing cost up to, sa iy, $300. You take Vir- 
pe i, here, closing cost of better than $300 on'some homes. We allow 

1 percent and that is all. 

If the home is $10,000, it is $100. 

Mr. EpmMonpson. And 2 percent on top of that. 
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Mr. Srone. If the lender charges it, but they don’t on all occasions. 
We must not chastise every lender and put them in the category of the 
fellow who is grabbing. 

Mr. Epmonpson. What percentage would you say have received 
& percent ! 

Mr. Srone. It would be hard to state. We don’t have any report 
on it, but I would say a high percentage have. 

Mr. Epmonpson. In the area with which lam personally acquainted, 
I would say 90 percent. 

Mr. Srone. That may betrue. I have no idea, but I know that there 
is parmoney. I wish there was more of it. 

Mr. Suurorp. I would like to add here that I have no criticism, 
no objection to the yield, I think it is fine. My point of objection 
is geared to the rules of the VA where they preclude a veteran on 
a direct loan getting his loan on that piece of property that would be 
convenient to him, by reason of the discount. 

I think private lending is a fine thing. Still, I do not think that 
the rule where they say if you do not take this loan that is offered 
to you that then no arrangements can be made for a direct loan. 

I think some provision should be made that he would not be pre- 
cluded from buying that particular house just because the seller 
would not agree to pay the discount charges. I think that some 
regulation can be made so that the direct loan can go on through. 

Mr. Epmonpson. I agree with the gentleman wholeheartedly, my- 
self, and I think the committee practically to a man, shares that 
feeling. 

Mr. Kearney. In several instances here is what I have found: take, 
for instance, a veteran who is so anxious to buy a home. He offers 
a proposed seller, we will say, $10,000 for a home. Then the appraiser 
comes in and he says, “That home is not worth over six. 

The veteran says, “To me it is. I want a home.” 

Now, there is a question there as to what the home is actually worth, 
and whether anybody would be justified in saying, “Well, we are going 
to give you a direct Joan on that home.” 

The home is 7 worth $6,000 and he wants to pay 10 for it. 

Mr. Suvurorp. I did not have reference to that. I had reference to 
where the appraisal and sales price were agreed. I agree with the 
gentleman that in the case you have illustrated that the veteran was 
being advantaged, if I may use that word, the veteran was being helped 
by not being allowed to purchase a home greatly in excess of its actual 
value, but the point I am making is that when the ; appraisal and the 
value of the home coincide, and the seller will not pay a discount on it, 
it is then the veteran is able to make the loan because the loaning 
agencies have agreed to make the loan with the discount, and the VA 
under its regulations and rules have said that is all you can get and 
we will not make your direct loan because with this discount you are 
permitted to get a loan, if this man will put up the money, which he 
won't do. 

Under the law the veteran cannot put up the money. He is not 
permitted to pay a discount. That is the way I think the Veterans’ 
Administration could further the program and make the loans to these 
veterans and aid them in procuring a home, instead of precluding 
them from the loan on that particular house. 
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Mr. Kearney. I think the gentleman will agree with me that we 
can argue here until doomsday, but if anything is to come through 
on this, it has to be in the w ay of legislation. 

Mr. Suvurorp. I agree with the gentleman on that, except that this 
is the Veterans’ Administration rule and not the law. 

Mr. Epmonpson. I personally would hope that is not the whole 
situation. I would hope there is a possibility of some remedy in this 
picture by regulation or a little more sensible point of view in ‘the field 
in these situations where the veteran is unable to meet the down- 
payment requirement, or he cannot get the seller to meet this discount 
figure. 

In those situations I think when the VA office is convinced that that 
is the situation, I think it should reconsider its decision on direct loans, 
and I do not think there is any need for legislation to effect that. I 
hope that it is not necessary. 

Mr. Srone. It should not be. 

I would like to state, though, that in some quarters such as your 
lending institutions and banks and so forth, there is a desire and has 
been a ‘dem: und or request on their part that we refuse to make a direct 
loan when money is available at any price in any area. We have re- 
sisted that, of course. 

Mr. Epmonpson. There is also some lack of sympathy for usury 
laws in some areas, I think; I do not think that that indicates that 
that is in the public interest not to have them. 

Mr. Sronre. We have all sides to meet, of course, on this thing. 1 
would like to skip over the pages there. 

At the time this policy was announced, it was pointed out that if 
direct loans were provided by this agency at par after VHMCP place- 
ment efforts failed because of sellers’ refusal to pay the discount charge 
requested by a participating lender, referrals by VHMCP would soon 
be empty gestures, since sellers would generally await the availability 
of direct loan finance ing at par. 

Where private lenders cannot be found who will consider making 
guaranteed loans, or where such lenders decline veterans’ applications 
because their own requirements regarding the type or location of the 
property or the terms of the loan are very restrictive, direct loans will 
be made by V A if all eligibility factors are met. 

After 2 or 3 months of experience in applying the foregoing policy, 
it was found th: at some lenders were offering guaranteed ‘Toans on the 
condition that discounts of 3, 4, or 5 percent be paid, and that some 
precedents existed in capital shortage areas to support such requests. 
However, it had been represented to this agency that large institu- 
tional lenders cooperating with VHMCP would not require that dis- 
counts in excess of 2 percent be absorbed, and on May 13, 1955, all VA 
regional offices were advised that where sellers declined to pay unrea- 
sonably large discounts—defined as any in excess of 2 percent—further 
consideration could be given by VA to the direct loan requests. 

The application of this police y did result in a number of protests mace 
to the central office, where veterans were prec ‘luded from buying the 
house of their initial choice because direct loans were denied aft v the 
sellers, brokers, or builders refused to absorb a discount of 2 percent 
or less. Other protests were received where criticism was directed to 
the time required to complete VHMCP referrals, which delayed the 
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conclusion of financing arrangements, and, in some cases, in the loss 
of purchase opportunities. The fact that loan closing costs are larger 
on most guaranteed loans than on direct loans also resulted in some 
Jetters of protest from localities that previously had known only direct 
loan financing. 

In response to such comments and protests in cases where direct loans 
had been denied after guaranteed loans had been offered, this agency 
has pointed out that its policy is designed to place the veterans who are 
located in the areas which are eligible for direct loan financing on a 
parity with veterans in metropolit: in areas where direct loans are not 
available. To follow any other policy than the one described would 
have had the effect of pl: cing the veteran in areas eligible for direct 
loans in a preferred position in relation to those in the met ropolitan 
areas. While the strictness of this policy has been found unpleasant 
at times, its fairness has not been questioned. 

Since the establishment of the voluntary home mortgage credit pro- 
gram, this agency has sought to administer its direct loan activities 
under two separate laws and in accordance with congressional intent 
as expressed in relation to each. The foregoing policy has been evolved 
to effectuate that intent as we understand it, in those cases where guar- 
anteed loans are offered to veterans where the terms and costs are 
different from those of a direct loan. 


WAITING LISTS AND THE ADEQUACY OF FUNDS 


When Public Law 475, 8ist Congress, initially authorized the mak- 
ing of direct loans, in 1950, a sum of $150 million was established for 
that purpose. Subsequent extensions of the lending authority in- 
creased that amount, and created a revolving fund so that principal 
repayments and proceeds from the sale of direct loans could also be 
employed for new loans. By June 30, 1954, these funds totaled $375 
million derived from Treasury advances and sales proceeds, plus ap- 
eee $32 million from principal repayments. 

Under the statutory provisions operative from April 1952 through 
June 1954 additional direct loan funds were made available from the 
Treasury Department at a rate of $25 million a quarter. This amount 
was insufficient to accommodate all requests then being made for direct 
loans, and, consequently, waiting lists developed. By June 30, 1954, 
there were 38,630 veterans reported on active waiting lists throughout 
the country. 

In considering further extension of direct lending authority beyond 
June 30, 1954, recognition was taken by the Congress of the size of the 
waiting lists. In discussions on the floor of the House on March 24, 
1954, the continuing need of veterans for home financing aid from this 
program was pointed out, and previous direct loan polici ies and activi- 
ties were reviewed in connection with the consideration being given 
to H. R. 8152, 83d Congress. 

The Senate Banking and Currency Committee, in its report on 
H. R. 8152, said, in part: 

Your committee is of the opinion that the present backlogs should be processed 
first. This is one of the compelling reasons for increasing the amount of the 
quarter annual installments. 


As reported by the conference committee, H. R. 8152 further ex- 
tended the authority to make direct loans until June 30, 1955, and 
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increased the maximum amount of the quarter annual installments of 
funds which might be drawn from the Treasury Department from $25 
million to $37.5 million. As approved, this bill became Public Law 
611, 83d Congress. 

During the spring months of 1955 it was observed that the referral] 
to VHMCP of the direct loan cases still on the waiting lists, together 
with the new requests being received, was lessening the number of 
applications on which direct loan commitments were being made. 
Some of the applications were being picked up through VIMCP by 
private lenders offering to make guaranteed loans, some veterans were 
found to have made other financing arrangements of their own or 
had lost their opportunity to purchase the house originally intended 
because of the long waiting period, and the processing of all of the 
others was suspended until the completion of the VHMCP referral 
period. As a result, more than $60 million of available direct loan 
funds was unreserved at the beginning of June 1955. 

In order to assure that no veteran in an eligible direct loan are 
would lose the opportunity to obtain a loan commitment if the lend- 
ing authority were to expire on June 30, 1955, with funds available, 
referrals to VAMCP were discontinued between June 7 and 30, 1955. 
In all cases previously referred to VHMCP the referral period was 
terminated by VA at the conclusion of 20 days or in any event no later 
than June 27, if no lender had agreed to make a guaranteed loan. Un- 
reserved funds were sufficient to permit the making of conditional 
direct loan commitments on all of the eligible applications that could 
be processed before the end of June. At that time there remained less 
than $7 million of funds allotted to regional offices but unreserved. 

Since the waiting lists had been completely eliminated and virtu- 
ally all requests received in the first 6 months of 1955 had been ac- 
commodated, the unused funds were considered as in excess of current 
need. In view of the legislative history associated with increasing 
the funds made available in fiscal year 1955 from 100 to 150 million 
dollars, as mentioned above, the Veterans’ Administration understood 
the- intent of Congress to be that any funds unused at the end of the 
fiscal year should not be carried over into the following fiscal year. 
Accordingly, all direct loan funds allotted prior to June 30, 1955, 
which were not required for disbursing loans approved prior to that 
date have been withdrawn from field station allotments and are held 
in the central office acount. At the end of December 1955, these funds 
amounted to $26.7 million, 

Direct lending activities were extended until June 30, 1957, by 
Public Law 88, 84th Congress, approved June 21, 1955. According 
to the provisions of this law, the previous purposes for which direct 
loans could be made are continued, and, in addition, those veterans 
seeking to finance the purchase of farms with farmhouses or the al- 
teration or repair of farm or nonfarm homes, are enabled to obtain 
direct loans for those purposes if private financing could not be found. 

On June 29, 1955, 1 wrote to both the chairman of this committee 
and to Senator Sparkman, chairman of the Housing Subcommittee of 
the Senate Banking and Currency Committee, advising them of the 
manner in which the Veterans’ Administration intended to admin- 
ister direct loan activities under the provisions of Public Law 88. 
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DISCOUNTS ON GI LOANS 


I would like at this time to turn to the general subject of mortgage 
discounts, a matter in which I am sure the committee is interested. 

Mortgages have always had a history of commanding prices which 
may vary ‘from par, whether they carry the guaranty or insurance of 
the Government through VA or FHA, or are conventional mortgage 
loans. I do not mean to infer that all—or even most—mortgages are 
privately traded after their originations, or that, when sold, transac- 
tions at par are a rarity. It should be emphasized that a large per- 
centage of mortgages, including GI loans, are retained in the mortgage 
portfolios of the originating lenders. However, even in these cases 
the yield to the lender may at times be more or less than the contract 
rate of interest if a charge is made against the builder or seller during 
times of tight money or if a premium is paid (directly or indirectly) 
when money is in ample supply. 

In cases where mortgages are traded in the secondary market, the 
prices are determined by the current supply of money seeking such 
investment and the _— and for its use. Thus mortgages may be sold 
at par, at a discount, or for a premium, dependent upon the availa- 
bility of mortgage money. Historically, there always has been a geo- 
graphic variance in the adequacy of the supply of mortgage money. 

As a consequence, certain mortgages may well command a premium 
in some areas of the country where the supplv of mortgage money is 
more than adequate while in other areas similar mortgages will con- 
currently be sold at a discount due to the shortage of mortgage money 
available. It has generally been true that the availability ‘of mort- 
gage money decreases and, hence, the price increases, as one travels 
south and west from the ¢ capital areas of New York and New England. 

Similarly, the need for mortgage funds is always greatest where the 
largest amount of new residential construction has been going on. 
[n the post World War II period, due in part to population migrations 
and industrial development, States like Texas, California, and Florida 
have experienced faster rates of growth in their total housing inven- 
tory than have many other States ‘whose population and housing needs 
have grown less rapidly. Moreover, these rapidly growing localities 
are usually hungry for new capital for many purposes, and mortgage 

money must compete with the yields offered by other types of bor- 
rowers. 

Discount and premiums are thus the means by which mortgages 
or other securities having a fixed interest rate are made to produce a 
vield which is competitive in the field of investment. 

There are other factors which influence the price an investor will 
pay for a mortgage, including the term of the loan, the downpayment 
made by the borrower, the type and location of property securing the 
loan, and the borrower's credit standing. But basic to the entire prob- 
lem is the fact that the price of mortgage money in an area depends 
upon the availability of the supply in Telation to the demand. When 
supply is not adequate in relation to demand, the price of making 
mortgage money available on a fixed interest rate of 414 percent is 
adjusted through the medium of discounts. This, incidentally, is not 
a feature peculiar to mortgage loans or even to mortgage loans under- 
written by the Government. In this connection it is inter ‘esting to 
note that the United States Treasury Department 31/4, percent 30-year 


tia aN 


fac 





VO 


an 
to 
mn 


im 
ph 
ml 
by 
eX! 
res 


me 
lan 
ine 
oT 
low 

fo) 
fre 
sec 


“are 
bu 
all 


CO) 


wl 
ris 


tee 
pl: 
an 
mi 
as 


of 


fre 
fe 
act 
pr 


sal 
OC 
pa 
pa 
qu 
tra 
tre 


bel 
nes 








age 
L. 

ich 
» of 
age 
are 
Suc- 
,er- 
Age 
ases 
ract 
Mg 
tly) 


the 
such 
sold 
ila- 
geo- 
mey. 
Wum 
py 18 
con- 
oney 
hort- 
avels 
land, 
e the 
r on. 
tions 
orida 
iven- 
needs 
lit 1es 
(oage 


' bor- 


rages 
luce a 


r will 
yment 
1g the 
prob- 
pends 
When 
aking 
‘ent 1s 
is not 
inder- 
ing to 
(-vear 


LOAN PROGRAMS OF THE VETERANS’ ADMINISTRATION 2105 


bonds issued on May 1, 1953, were selling for only 982%. on June 1, 
1953. Thus, even United States Government bonds, which do not in- 
volve servicing or foreclosure problems, sold at a discount for a time 
and thus reflected the then-existing tightness of money in relation 
to the demand, and the outlook for realizing more attractive yields 
in other investment media. 

At the risk of seemingly belaboring the point, I do consider that 
in analyzing the GI discount problem that influence of the law of sup- 
ply and demand in relation to mortgage financing cannot be mini- 
mized ; and, secondly, that the fact that the mor tyages are underwritten 
by the Government does not make them ac quire a special status which 
exempts them from the operation of economic laws or principles in 
respect to money. 

The factors influencing the behavior of the secondary market for 
mortgages are varid and ‘complex . Qhne reason is the variation in the 
laws and customs governing the operations of the many thousands of 
individual lending institutions participating in the GI loan pro- 
gram. Many local institutions originate loans only in their own 
localities, and only when they wish to retain them in their own port- 
folios. While such institutions often make no discount charges, they 
frequently require higher downpayments and shorter maturities than 
secondary market investors. 

Those institutions which do re in the secondary market 
are also governed by varying factors. Some—by law or custom—will 
buy only; nortgages originated in their home State. Some keep nearly 
all of their investments in mortgages, while others have virtually 
complete freedom of choice as to the type of investments purchased. 
All institutions, in deciding how much to invest in GI loans and on 
what terms, are influenced to a considerable degree by the relative 
risks and yields aplicable to alternative investments. 

Another factor to be borne in mind is that the sale of VA-guaran- 
teed, FHA-insured, and other residential mortgages does not take 
place in an organized exchange as do the sales of corporate stocks 
and bond issues and many commodities. Rather, mortgage sales are 
mostly arranged privately by the buyer and seller concerned, with 
a single transaction occurring which usually involves a block or group 
of individual home loans. 

Since large institutional investors often purchase many such blocks 
from different sellers, the prices they agree upon are frequently re- 
ferred to as “market prices” when one of the parties to such a trans- 
action voluntarily discloses the price agreed upon. But there is no 
provision for public reporting of such sales, and undoubtedly many 

if not most—are made without disclosure of the terms. 

The above comments are offered to place the reports of mortgage 
sales that are publicly disclosed in a proper perspective. There are 
occasions when such disclosure will serve the interests of one of the 
parties, and there are other occasions when the interests of both 
parties will be served by keeping the terms in confidence. Conse- 
quently, caution must be exercised in interpreting reports . such 
transactions, to avoid taking the reported terms of what may be dis- 
tress sales as typical secondar y market transactions. 

Currently, GI loans made on liberal terms are selling somewhat 
below par in many parts of the country, because of the re lative tight- 
ness of the money market. The lower prices are necessary to produce 
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yields which will make such mortgages sufficiently attractive to sec- 


1 
ondary purchasers. b 
A basic question in connection with discounts is whether the dis- 3 . 
count charged of the builder or seller of a house is added to the pur- ; ” 
chase price, and hence passed on indirectly to the veteran purchaser. h 
Our appraisal directives emphasize that in appraising homes, j r 
whether proposed or existing, no allowance whatever 1s to be made for , 4 
discounts which a seller or builder might be called upon to pay incident 
to the sale of the unit to a veteran obtaining a GI loan. ; I 
We recognize of course that builders will endeavor to obtain a ' 
certificate of reasonable value which will not require them to absorb rn 
the discount out of their usual profit margin. However, we believe 
that by and large VA appraisals are set at levels which do require i : 
builders to absorb discounts from profits. The frequency of com- y 
plaints from builders as to unrealistic appraisals tends to confirm this és 
belief. c 
Moreover, it does not necessarily follow that the existence of par V 
financing (with no discount required of the builder) would lead f 
builders to reduce the sales prices of their units. Builders generally 
will set their prices at whatever the market will absorb and at the { 
same time make it possible for the bulider to meet the competition. r 
Furthermore, discounts are not uniquely applicable to VA-guaranteed t 
ioans. FHA-insured loans with similar downpayment and maturity L 
terms usually command similar prices in the secondary market. Fur- 
thermore, a builder seeking to sell his homes with conventional mort- A \ 
gage fiancing (not underwritten by VA or FHA) frequently finds j 
it necessary to take back a second mortgage from the purchaser who \ 
can obtain no more than 60 to 70 percent of the purchase price from a ; 2 
first mortgage loan. As you undoubtedly know, the builder who i | 
endeavors to dispose of the ‘second mortgage taken back from the pur- i { 
chaser encounters substantial discounts, generally considerably more ; 
3 


severe than is the case on V A-guaranteed first mortgage loans. Large 
discounts are, of course, to be expected on second hen security, which ¢ 
is a relatively precarious investment. ‘The purchaser of such a mort- 
gage compensates for the greater risks by imposing a substantial dis- 


count. 

The administrative control of discounts payable by sellers and 
builders is not a practical device, according to our most unsatisfac- s 
tory experience in endeavoring to administer the provisions of the ( 
former section 504 of the Housing Act of 1950. All types of legal de- 
vices and procedures were devised by astute legal counsel for the lend- 
ers and builders to escape limitations imposed by the VA administra- 
tive controls. When we finally prohibited the absorption of dis- \ 
counts through any media, direct or otherwise, the C ongress changed 5 
the law to prohibit the VA from promulgating any rule that would t 
preclude a builder or seller from agreeing to reimburse the originat- 
ing lender for any loss it suffered inc ident to the sale of a GI loan ( 


to an investor. This produced inequities as concerns lenders desiring 
to originate loans for portfolio retention. 
My observations about mortgage discounts and their effect on GI 
loans may be summarized as follows: 
(a) ‘The discounts existing in respect to GI loans basically are 
attributable to the shortage of mortgage money in relation to the de- 
mand therefor. The charging of discounts is the method of adjust- 
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ing the yield on a fixed interest rate obligation to a point where it 
becomes acc ‘eptable to the investor in comparison to the yields obtain- 
able on alternative investment outlets or temporary preferences for 
greater liquidity of assets. While widening discount margins may 
have certain unfavorable consequences, nevertheless the discounting 
process serves a legitimate function in respect to fixed interest rate 
investments. 

(6) Discounting is not peculiar to GI mortgages—it applies to 
FHA and conventional mortgage financing as well. In fact, munici 
palities and commercial borrowers are subject to discounts in a tight 
money market when floating a bonded indebtedness. 

(c) VA appraisal directives make no allowance for discounts in 
appraisals. The VA issues a certificate of reasonable value on a unit 
which establishes the maximum sales price of the unit. This is the 
control mechanism designed to guard against the absorption of dis- 
counts by the home buyer indirec ‘tly. If the certificate of reasonable 
value established by the Veterans’ Administration is a realistic figure 
from a valuation or cost standpoint, the veteran is protected. 

(7d) The administrative experience of the VA in oe 
the provisions of the former section 504 of the Housing Act of 1950 
relative to the fees and charges that builders or sellers absorb indicates 
that from a practical standpoint control of such charges is perhaps 
better left to the operation of economic competitive forces 

Mr. Stone. We have gone through pages up to 19, by discussion. 1 
Was trying to explain discounts and give parts of the program to you, 
but these mostly have been brought out by your questions, so I think 
we can skip the reading and go to the middle of page 19, under loan- 
agreement administrative matters, and they deal with actions that we 
have taken in the past couple of years to correct some of the things 
that were brought out by our various Congressmen and others who 
have had troubles in loan guaranty during the years. 

Mr. Sronr. Loan guaranty administrative matters related to new 
construction : 


POLICIES IN PREVENTING AND CORRECTING FAULTY CONSTRUCTION 


During 1955, nearly 400,000 new single family dwelling units were 
started under VA compliance inspections; 391,789. In an operation 
of such magnitude, our administrative policies must be shaped as 
follows: 

First, to provide instructions to our field offices to assure that com- 
pliance inspections made by the fee staff are being continually re- 
viewed by spot-checks ; 

Second, to provide supervision over the regional offices by the cen- 
tral office staff: 

Third, to arrange for the evaluation and correction of construction 
complaints that do arise. 

With respect to the first point pertaining to field reviews of com- 
pliance inspections, there has been continuous emphasis upon the 
necessity for making field reviews of a minimum of at least 10 percent 
of ome ince inspections, as evidenced by the following actions: 

(a) Under date of November 13, 1953, I stressed that each regional 
manager should give special attention to enforcing instructions with 
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respect to the preparation and handling of compliance inspection 
reports. 

(>) Under date of April 9, 1954, in a letter to all regional managers 
for the purpose of laying down certain guidelines for the betterment 
of service, T pointed out ‘that some field stations had not made use of 
available time in the conduct of field reviews of compliance inspections 
by staff technicians and accentuated the need for attaining the requi- 
site 10 percent field reviews. 

(c) Under date of October 29, 1954, the assistant deputy adminis- 
trator, field, reminded all field supervisors that they must recognize 
and, in their supervisory reports, stress deficiencies in making field 
reviews. A failure of regional offices to make the reqiusite 10 pere ent 
_ | reviews has been reported in a number of instances and in eac! 

‘ase central office has specifically advised the regional manager of the 
necessity for conforming with the directive. 

(7) Under the date of April 22, 1955, in a TWX communication 
toall regional managers, I stated that under no circumstances will less 
than the required minimum of field reviews be made, that a greater 
percentage is desirable, and that the managers must accomplish not 
less than 10 percent field reviews each month. 

In the same communication, I also stated that the reduction of back 
log must continue to be given every possible attention, but not at the 
neglect of field reviews. 

(¢) Under date of January 9, 1956, in writing to each field station 

rh rere monthly ee ts indicated that requisite 10 percent field reviews 
had not been made, [ instructed the regional manager in each instance 
to immediately act to set up adequate and continuing controls to 
assure that the requisite 10 percent field reviews are made. 

(7) In connection with the managers’ conference for fiscal year 
i956, central office pointed out that the need to maintain the minimum 
rate of a LO percent field review is presently as important, if not more 
so, than at any time in the past. 

We had all our managers together in four area meetings and I have 
talked to them. We had individual meetings with each “of the ‘m, and 
I stressed very, very greatly that our compliance inspections in the 
loan-guaranty service were, in plain words, rotten in my opinion; that 
it Was our most urgent duty to give strict attention to and to do every- 
thing possible to improve them. I told them to have meetings with 
their compliance inspectors, to have instructions given to them. 
These reviews that I have been referring to here call for full-time em- 
ployees going out on a particular job and checking the compliance 
inspector's work thoroughly to see whether or not he has done his 
job well. 

_ IXpMoNDsoN. In the instance of the two cases that were brought 
to our attention by members here today, Congressman Vorys pointing 
out the situation in Ohio and Congressman McDowell the situation 
in Delaware, has there been specific followup in those offices to see if 
these recommendations which I think are very fine are being car- 
ried out ? 

Mr. Svonr. Yes; the statement, of course, that Congressman Vorys 
made relative to the Davis Co. in Columbus, Ohio, in my opinion was 
very complimentary to Davis. The Congressman could have really 
gone to town on it because it was the poorest job of construction; it 
was the poorest job of handling by our office that I have ever seen. 
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I learned from my visits there in that situation that Mr. Davis had 
constructed around 2,000 homes prior to that, most of them under VA, 
that he was recognized as a pretty substantial builder and had done 
some good jobs, ‘that. the particular compliance inspector that they 
pl: aced on this job was very well thought of. He had been doing good 
work. They never had had any complaints from any of his inspec- 
tions, and in that way they “unlaxed”, as you might say, relaxed, and 
felt that they had a good man there doing a job. 

Mr. Epmonpson. I understood there were several inspectors in- 
volved in this. 

Mr. Srone. I will bring them both up. 

This man, I learned from my visit there, was sick at the time and 
he was evidently—evidently he belonged to the money-grabber field, 
too, because I learned he had a full-time job in the daytime and that 
he was making inspections on that project there at night, possibly even 
by flashlight. 

Mr. EpMonpson. This is the gentleman who is deceased ? 

Mr. Stone. Yes. After he died they had no compliance inspector 
that could do the job. They are not easy to find. They are hard to 
tind. Good ones are harder to find. Usually we use carpenters or 
men who have been in the building business. Any fellow who could 
still hold a hammer and let the nail hit it could be hired by builders to 
work at much more money or probably better pay than they could 
make with the VA. 

So it has been very hard to find good creditable people. This man 
was prevailed upon to take on compliance Inspections, because when 
vou hold up a job, it delays the builder and then, of course, he yells. 
He did not want to do it but he did. 

Well, he shouldn’t have. He did not do a good job of compliance 
inspection though he did a better job than the one who preceded him. 
There were something like 209 houses. 

Mr. Epmonpson. Who was responsible now for employing a man 
who was working full time all day long and anether man who was 
incompetent as inspectors out there ¢ 

Mr. Stone. He had, as I stated, been doing good work prior to that. 
They had confidence in him. 

The loan-guaranty office of Cincinnati and chief appraiser were 
responsible for his employment. Both are no longer with the office. 

Mr. Epmonpson. Is that a result of disciplinary action ? 

Mr. Stone, No, sir: they left not by disciplinary action. 

Mr. Kearney. What is the difference ? 

Mr. Srone. There were no charges made. They left of their own 
free will. One of them retired. The Cincinnati office of the loan 
guaranty, and [ say it in all frankness, has not been a good office. 
We know that it is a better office today. The loan-guaranty officer 
there for many years, who left I think in March 1953, was a sick man 
himself. 

We have lost by death about 16 or 17 of our loan-guaranty officers 
and chief appraisers this year, due in a great measure, I can’t say 
entirely, but due to overwork that has been thrust upon them. 

Mr. Epmonpson. Would you comment for a moment on the Dela- 

ware situation ? 

Mr. Srone. I would like to finish with Columbus for the moment. 
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The statement that was made by the Congressman this morning 
relative to the report given by the committee to the judge was prac- 
tically my testimony at and before that group. At that hearing I 
recognized that the subdivision was the rottenest job that I had ever 
seen in my life. 

Mr. Epmonpson. You are speaking of the grand jury ? 

Mr. Srone. The grand jury. I appeared before them as a witness 
and told them ex xactly what we found. I was greatly disappointed 
when they did not bring a stronger bill out against the builder because 
we investigated the whole occasion and our file is ver y huge and there 
was gToss ‘carelessness in that whole proposition. 

However, the same individuals that gave us testimony changed 
their testimony when they went before the grand ee 

Mr. Epmonpson. It is a sort of an indictment. I do not know how 
the grand jury could have reported any stronger against that builder. 

Mr. Srone. In my opinion, if I had been sitting on the grand jury, 
[ would have supported an indictment. But from the evidence pre- 
sented they could not do it. There were changed statements made by 
the individuals involved from what they told us. 

It all revolves around one of the great handicaps we have in this 
program, that is what I term the fly-by-night builder who has come 
into the picture during the past few years. One or two men or 
individuals get together, form maybe a half dozen corporations, and 
then they get a lot of subcontractors to go to work and then they go 
down to Florida or wp fishing in Canada or some place like that. 

Mr. Epmonpson. Do you think 2,000 houses is fly-by-night ? 

Mr. Svone. He is a big time operator and he built these all in the 
course of a few years. 

Mr. Harey. Do not some of them go to southern California? We 
do not want all of them in Florida. We have enough of our own. 

Mr. Stoner. Then you see they do not have supervision, This 
particular Davis allotment, he left it to his son. His son did not know 
much more about home building than I do, if as much, and these sub- 
contractors just took advantage of him and they did not seem to care. 

We have instructed all of our folks and advised builders, in our 
talks before the builders groups, that they have to pay attention to 
these veteran complaints promptly, to take immediate action. 

Many of them are unjustified. Many of them are well justified. 
Now, the situation in Wilmington is not good. We have had 
weakness there from management down, the loan guaranty officer, 
the chief appraiser, and the staff in its entirety; we have worked ver y 

hard the past couple of years to get improvement. 

Mr. Epmonpson. Do you have knowledge of this specific finding by 
this select committee in 1952 in reference to W ilmington ? 

Mr. Sronr. I did not. It was never brought to my attention. 

Mr. Epmonpson. Did you have knowledge of it, Mr. Sweeney / 

Mr. Sweeney. Yes, sir; and if you recall I think we had our in- 
vestigator service go over there. If I recall some of the : allegations 
were checked out. 

But they could not be supported to warrant taking the admin- 


istrative action that would have been taken if those “things could 
have been proven. 


I have not seen that report in 2 or 3 years. 
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Mr. Epmonpson. The staff director tells me that the report which 


Mr. Teague read from this morning, the chairman of the committee, 
was the investigation report of the Veterans’ Administration on this. 
Mr. Sweeney. Yes; but that was reviewed. Now, I did not enter 


into it personally. 


Mr. Epmonpson. In other words, it was found that some of those 


statements were exaggerated, or unprovable; is that right? 


Mr. Sweeney. I think so. As I recall, they could not bring in 
enough evidence. I have to refresh my memory. If you wish we 
will be glad to give you a separate memorandum for the record on 


that. 
(The memorandum referred to follows:) 


The following is a Summary of the 1952 investigation into the alleged irregu- 
larities on the part of Mr. James F. McDonough, loan guaranty officer, at the 


regional office in Wilmington, Del. 


1. The allegations, made by Isadore Weisberg, the complainant, whose identity 


Was never established, which prompted the investigation, were as follows: 


(a) Mr. McDonough, through graft and undue influence, had been able 


to purchase a home valued at $30,000 to $45,000. 


(6) Mr. McDonough had been able to establish a liquor business valued 


at $20,000 to $25,000. 


(c) Both the home and the liquor business were provided by Mr. Alfred 


J. Vilone, president of the Mann Construction Co. in Wilmington. 


(d@) The liquor business had been incorporated as a subterfuge and most 
of the builders who had done business with the Loan Guaranty Division 


were the best customers of Mr. McDonough’s liquor store. 


(ec) Veteran home purchasers had been gypped through Mr. McDonough’s 


favoritism to a few builders. 


2. The allegations were investigated by the Inspection-Investigation Service 
of the VA during the period April 14, 1952, to May 28, 1952, and the conclusions 


drawn by the VA as the consequence of the investigation were as follows: 


(a) Mr. McDonough did not acquire his home at 1712 Linden Street in 
Wilmington through graft or undue influence. The value of the property 
was not $30,000 to $45,000 as alleged. The cost of the acquisition of the 


property by the McDonough family was $26,750. In May 1952, incident 


the settling of the estate of the Reverend Edmund McDonough, the 


to 


loan 


guaranty officer’s brother, two appraisers appointed by the register for the 


probate of wills valued the property at $25,000. 


(b) The liquor store was started with $4.000 to $5,000 of Mr. McDonough’s 
personal funds, plus a $12,500 bank loan obtained by him. The net proceeds 
from the operation of the store in its first S months appeared to amount 


to $2,600. 
(c) The McDonough home at 1712 Linden Street was purchased 
Mr. Alfred J. Vilone. It appears from the record that the property 


from 
was 


purchased after the McDonough family became interested in it; the loan 


guaranty officer testified that in the beginning he personally was not 


in- 


terested in purchasing the property, but it appears that he was swayed 


by the views of the other members of his immediate family, consisting of 
his elderly mother, an incapacitated brother, an unmarried sister, a widowed 
sister, and another brother in the clergy, later deceased. The purchase of 
the home at 1712 Linden Street was financed through the sale of the prop- 
erty at 1509 Oak Street in Wilmington by the McDonough family for 
$21,750, plus the assumption of a $5,000 mortgage outstanding on the prop- 
erty at 1712 Linden Street. The property at 1509 Oak Street had been built 
in 1948 by Mr. Vilone under an agreement with Mr. McDonough and his 
late brother, the clergyman. The latter owned the lot at 1509 Oak Street. 
The initial contract with Mr. Vilone concerning the construction of the 
dwelling at 1509 Oak Street had been made by the Reverend Edmund 
McDonough. 


As mentioned above, the liquor store was started with Mr. McDonough’s per- 
sonal funds, plus a bank loan obtained by him. The store was operated in a 
storeroom in a shopping center in the Fairfax subdivision, developed by Mr. 
Vilone. Mr. McDonough had entered into a 10-year lease for the storeroom 
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at a rental of $125 per month for the first 3 years and $150 per month 

thereafter. No evidence was collected showing that Mr. McDonough had not 
paid the monthly rental regularly. 

(d) The available evidence failed to substantiate that the liquor busi- 

ness Was incorporated. as a subterfuge or that Mr. McDonough’s best cus- 


tomers in the liquor store venttire were most of the builders doing business 3 
with the Loan Guaranty Division. j 
(ec) The available evidence failed to substantiate that Mr. McDonough : I 
spent some of his official hours at the liquor store. ; a 
(f) By his efforts to generally hold down reasonable values and his action C 


upon veterans’ complaints, Mr. McDonough had protected the interests of 
many veterans having home loans guaranteed by VA. 

During the investigation, inquiry was made into a number of other mat- 
ters, the principal ones of which were as follows: ; ‘ 

(a) Expediting cases for Mr. Vilone.—This matter related to the processing 
of cases located in Vilone Village. Such cases were processed in 1948 when 
the average volume of loans approved per month by the Wilmington office 
amounted to 90 or a daily average of 4 to 5 cases. With such small volume as 
that, there could scarcely be any significant delays in other cases. 

(b) Permitting substitutions of materials without corresponding adjust- : 
ments in reasonable values.—On October 20, 1950, Mr. McDonough approved ? 
the substitution of one-half inch prefinished oak flooring for twenty-five ( ; 
thirty-seconds inch No. 1 oak flooring in the Vilone project known as Fairfax. e 
This substitution was applicable to all 334 units in the project and there was 
no adjustment in the reasonable values therefor. In support of his action, 
Mr. McDonough pointed out that the reasonable values were not adjusted 
because twenty-five thirty-seconds-inch flooring at the time cost about the 
same as one-half inch flooring and the larger size was not obtainable in the 
market. Although Mr. McDonough had approved a substitution of one-half 
inch for thirteen-sixteenths-inch flooring in the houses in a development of 
another builder and in doing so had reduced reasonable values by $100 per 
house, Mr. McDonough held fast to his position in which he was supported by 
the construction analyst, who also pointed out that the flooring approved for 
the other builder was inferior to that in the Vilone houses. 

(c) Inereasing reasonable values for Mr. Vilone under suspicious circum- 
stances.—This matter related to properties build in the Fairfax Subdivision 
by Mr. Vilone and involved three increases in reasonable values. The infor- 
mation concerning the first increase is summarized as follows: 


"2 
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| \ 
| ae 
| | Initial Revised 
ten, | reasonable reasonable 
| a values as of | values as of 
| eo | September 1, | September 6, 
1950 | 1950 
Inside dwelling, without garage | 
Inside dwelling, with garage 
Corner dwelling, without garage _- 
Corner dwelling, with garage 
| 


$13, 375 $13, 000 $13, 500 3 
14, 500 14, 000 14, 500 } 
14, 075 13, 500 14, 000 
15, 000 14, 500 15, 000 


The value established by the appraisal committee in the case of the inside 
dwellings without garages was approximately $370 under the price requested by 
the builder and the valuation established by the appraisal committee in respect 
to inside dwellings with garages was approximately $250 under the price re- 
quested by the builder. It will be noted that the initial reasonable value issued 
to the builder on September 1, 1950, in each instance was under the estimated 
valuation of the appraisal committee. On September 6, 1950. Mr. McDonough | 
increased the reasonable value on all four types and exceeded the findings of the I 1 
appraisal committee in respect to inside dwellings without garages and in those ; 
cases the increase amounted to $125 per house. ; 

On October 11, 1950, Mr. Vilone submitted a second request covering an j 
additional number of units in this project. He requested reasonable values in 4 
exactly the same amounts as covered by the revised certificates issued September 


6, 1950, and on November 27, 1950, Mr. McDonough issued a certificate of reason- 


incite 


able value in exactly those amounts on the additional units. The comparison 
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between the findings of the appraisal committee and the reasonable values 
issued on the additional units are as follows: 


. feasonable 
Committee | Reasonable 
value ‘as of 


appraisals ied 
v 


. 27, 1950 
Inside dwelling, without garage $13, 675 $13, 500 
Inside dwelling, with garage 14, 800 14. 500 
Corner dwelling, without garage__- a 14, 575 14, OO 
Corner dwelling, with garage 15, 500 15, 000 


On January 30, 1951, the builder, through his broker, requested an increase 
of $800 per unit, owing to increased costs of labor and material. On February 
13, 1951, Mr. McDonough was advised by the chief of the appraisal section that 
the request should be granted based on a cost study. Mr. McDonough, how 
ever, on February 14, 1951, increased the reasonable values for all types by 
$500 per unit, as opposed to the $800 per unit requested by the builder. 

The third increase in reasonable values in the project occurred approximately 
a year later and consisted of a $500 increase applicable only to 24 remaining 
units. Such increase was granted based on a further cost analysis, which sub- 
sequently was proven to be in error. All persons concerned with the investiga- 
tion, however, have indicated that the error made by the construction analyst 
was an inadvertence. 

(d) Mr. McDonough had been tactless, domineering, sarcastic, and incon- 
siderate in its attitude and relationship with employees and persons having 
official dealings with the loan-guaranty division.—<According to the evidence 
collected during the investigation, it appeared to be the general belief in 
and around Wilmington that Mr. McDonough had been honest in his dea! 
ings, although it was widespread that he had been brusque and arbitrary in 
his dealings with appraisers, inspectors, lenders, and builders. On the 
other hand, there was no charge made that Mr. McDonough had assumed 
the same attitude toward veterans and the public in general. It also ap- 
peared that Mr. McDonough may not have been the congenial man to work 
for and that relationships between him, the assistant loan-guaranty officer 
and the chief appraiser had been strained. The problem, however, did not 
appear to arise from any lack of confidence in the assistant loan-guaranty 
officer and the chief appraiser. Instead, it seemed to be attributable to Mr. 
McDonough’s propensity for dealing directly with subordinate staff members 
and not through his principal assistants. 

(ec) Creating low state of morale among the employees of the loan-guaranty 
division.—This matter appeared to have been based on the results of obtain- 
ing the views of clerks, typists, examiners, and other subordinate employees 
with respect to whether or not Mr. McDonough had permitted a complete 
delegation of authority or if he had retained full control in himself. The 
views obtained in this respect should have been largerly discounted by the 
fact that the loan-guaranty division in Wilmington is a minimum staff opera- 
tion, where there were section chiefs authorized only for the appraisal sec- 
tion and the loan service and claims section. Any question regarding dele 
gation of authority or the retention of control in the person of the loan- 
guaranty officer made to personnel in the other elements of the loan- 
guaranty division was out of order since there could not have been any 
substantial delegations in the absence of section chiefs. 

4. The report of the investigation by the VA was supplied to the FBI on June 
30, 1952. The Federal Bureau of Investigation concluded its investigation on 
July 25, 1952, and on June 30, 1952, reported that the United States attorney at 
Wilmington had declined prosecution for the reason that in his opinion the 
investigation did not disclose any evidence of fraud against the Government, 
bribery, or other violation of the law. 

». Nonetheless, on the basis of the findings during the investigation, the VA 
on September 8, 1952, issued an official reprimand to Mr. McDonough for the 
following reasons: 

(a) The manner in which he had conducted his personal and private 
business affairs had been a source of allegations that favoritism had been 
accorded Mr. Alfred J. Vilone and that other persons or organizations having 
business relations with the VA had been prejudiced. 
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(b) His office had failed to maintain necessary records for the purpose 
of controlling fees of designated appraisers and compliance inspectors within 
the specified maximum limitation. 

(c) He had failed to fully discharge his responsibilities in connection with 
the questionable performance of duties by a construction analyst. 

(d) He had failed to fulfill satisfactorily his supervisory responsibilities 
regarding the general VA policy pertaining to the acceptance of gifts by 





employees. fi 
6. In addition, under date of September 12, 1952, the manager of the regional a 
office at Wilmington was instructed to or: ally admonish all the employees who j * 
had accepted gifts at Christmas 1950 and/or 1951 and to issue appropriate in- i ie 
structions prohibiting the acceptance of any gratuities from persons or organiza- ‘ fe 
tions having business relations with the VA. The manager was also requested 4 
to report on the action taken to improve performance of the construction analyst 4 7 
referred to in the reprimand issued to Mr. McDonough. ‘ k 

Mr. Epmonpson. I think it would be useful to have a memorandum j fe 
explanation, just what did happen after those initial findings were 
made to delay an administrative cleanup for 3 years or more, which : as 
apparently took place. ; ogg 

Mr. Weaver. Mr. Sweeney, was Colonel Stillwell the office manager ; V 
at the time this select committee report came in? s he 

Mr. SwEENEY. Yes, sir. 

Mr. Weaver. What is the position of the VA relative to his status . Ss 
now in view of that ? ; Oo 

Mr. Sweeney. I think Mr. Stone can answer that. , oa 

Mr. Stone. He is still the manager. We have displaced the chief t] 
appraiser who was the biggest offender we thought, and we asked for } 
the resignation of the loan guaranty officer, whic h was refused and ; \ 
we have now preferred charges ag: inst him. He is not active. We put , al 
him on leave without pay, I think r ight now. 

The charges are being heard. Ther re is a hearing going on at this . ti 
time. We have been delay ed on that because of illness of witnesses. ; op 
But the substantial charges were filed. - ti 

Of course, as you know, it is awfully hard to get rid of anybody , 
through civil-service procedures. We have been dickering on another ; el 
case for over a year that is not settled now. We have just finally ; p 
settled up with one employee out in the Cleveland office that finally, 

I think, got rid of that employee and it cost us better than $5,000 to nt 
do it. It is not an easy thing to do to prefer charges and to separate h 
inefficient people. ys 

Mr. Weaver. Mr. Stone, in an instance such as that, would it not ; 
perhaps have been desirable to have transferred him to another office ? ; oil 

Mr. Sronr. No, sir; as far as I personally am concerned, I would 
never transfer an inefficient person to another office. 4 

Mr. Weaver. At least to sort of remedy the situation in view of ; WwW 
what you have stated, that the whole staff was not performing up to , oy 
par. That is my thought. ; ty 

Mr. Srone. When it was first brought to my attention we nner ; 
it with the manager at the time and ordered him about a year ago, I ; bi 


think, to separate them, or suggested that he separate these mana | op 


He made a trip down and spoke ‘for them. We put them on sort of a » hi 
probationary period. Things went along in pretty good shape sev- Por 
eral months when because of the obstreperousness of them, we had to i fe 


take the drastic action necessary to do it. 
Mr. Suvrorp. Are your managers under civil service ? 
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Mr. Stone. Yes. Colonel Stillwell has performed very well through 
the years. He has a fine record. He has thirty-some years in serv- 
ice, 37 or 38, and expects to retire very soon. 

Mr. Weaver. That may solve part of your problem. 

Mr. Stone. It is hard to take action against people who have given 
fine service and are doing good work, but I have told our managers 
at our meetings that they must not rely on statements made by their 
various chiefs, such as the loan guaranty officer. They have to check 
for themselves and to find out what is wrong. 

But we have to remember, too, that our managers were not taken 
into the loan guaranty program up until November of 1953. The 
loan guaranty program was a sort of—well, it was handled in a dif- 
ferent category than some of our other programs. 

Also, the central office operation of the regional offices was renee 
assistant administrators who worked almost directly with chiefs « 
service, V. R. and E., chief, loan and guaranty, adjudication officer 
We have changed that. We have made the manager a manager and 
he is fully responsible for everything that goes on in his office. 

We have to have one person in ¢ harge, who can be held responsible. 
Some of us older people just can’t pick things up as quickly as some 
of the other ones. The average age of our managers is very high 
and we are trying to remedy it and get younger blood with the hope 
that things will move in better shape. 

Mr. EpMonpson. What is your personnel recruitment experience, 
Mr. Stone? Are you having difficulty in employing construction 
analysts and appraisers / 

Mr. Sronr. It is impossible to hire people that are well trained at 
the salaries we pay. Our grades are lower than FHA grades in com- 
parative work and are, of course, greatly lower than builders and 
trade associations and people working with the housing business. 

Mr. Epmonpson. Is that a matter now that cannot be remedied by 
employing at little higher grades in order to get more competent 
people ? 

Mr. Srone. We have worked very hard, Mr. Sweeney and his staff, 
and our personnel group, through this past couple of years, and we 
have been able to increase the grades of our loan-guaranty officers in 
some instances, and our chief appraisers in the larger offices. 

Mr. Epmonpson. Do you lack the funds to make the grade 
increases ? 

Mr. Stone. We do not lack any funds for the handling of the pro- 
eran. We lack experienced people. We have in the statement here 
What we have done as to that. We have had schools. In the past 
years there have been several schools for training and we have had 
two this past past 2 years and we are recruiting for another one. 

Mr. Epmonpson. I will not name any particular names or locations, 
but we talked to one Veterans’ Administration manager in the western 
part of the United States the past year, who stated he simply did not 
have the personnel in his office to make the field supervision and field 
reviews which you stress here as being absolutely essential to an ef- 
fective compliance inspection program. 

He said he is not allowed the men in his office to do that. 

Mr. Stone. Then we should get a new manager, because he has 
never told me that, and if any time he tells me that, we will make 
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arrangements to see to it that he has ample people or provision for 
them. 

We have never turned any of them down when needed. In that 
particular office that I presume you are referring to—it is probably 
Los Angeles there are twice as many people in comparison to any of 
the other offices in the whole countr y; twice as many people in that 
office in comparison. 

Mr. EpmMonpson. I do not believe it was Los Angeles, but you are 
getting pretty warm. I will tell you that. 

Mr. Stone. There is no question at all that he has ample people to 
do that job and so does Sar Francisco. 

Mr. Weaver. Mr. Stone, the other day we were discussing, Mr. 
Kearney brought it up, particularly the housing boom in certain parts 
of the country. May I ask you what consideration you have given 
to placing more personnel i nthose particular areas such as southern 
California, such as we visited this summer, and northern California 4 

Mr. Srone. The fullest consideration, and they are staffed accord- 
ingly. 

Let us make a comparison of 1 office with about 5,500 people doing 
better than half the work of an office with 200 people in it. 

( Discussion off the record.) 

Mr. EpmMonpson. On the question of the budget and I would like to 
be as specific as possible about this, is it your feeling that the budget 
for travel for your personnel to do these inspections and the budget 
for salaries for personnel to do the inspections, the budget figures 
for salary and travel for the loan guaranty service at large are ade- 
quate to do the job and to do it efficiently and well in this coming 
fiscal year ? 

Mr. Stone. I would not say they are absolutely 100 percent ade- 
quate. We are not even allowing our people to have the full value 
of the raise given by Congress for travel to $12 and 10 cents a mile 
for automobiles. We are only giv ing then 1014 and only giving them 
8 cents for driving their own c: 

Mr. EpmMonpson. Did you ak for the money to bring that mileage 
up to what the other departments are paying ? 

Mr. Sronr. No; because we were advised by the Bureau of the 
Budget that there would be no more money available during this 
fiscal year 

We have taken care of it for the next fiscal year, we hope, if we are 
successful, but we did not ask for more money for this year. We tried 
to get along. 

Mr. Epmonpson. Did you get the money that you asked for approved 
by the Bureau of the Budget ? 

Mr. Sronr. Yes,sir. We had all the money necessary in our opinion 
to do the job. 

The raise from $9 to $10.50, and the raise on mileage, does take money 
for our travel; our travel is very high. Our officers in all regional 
offices travel pretty close to 2 million miles a month. That takes quite 
a lot of money. 

Mr. Epmonpson. Very obviously we cannot have efficient review of 
these inspections in the field without travel money. 

Mr. Stone. That is right. 

Mr. Epmonpson. That seems to me to be the key to effective field 
review. 
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Mr. Stone. That is right. 

Mr. Epmonpson. I hope you do have enough money in there to do 
a better job there in this area where you have to send men many miles 
away from the regional office. 

Mr. Stone. If the m: inager has not had money sufficient to do that, 
| should be the first one that he should let know, and T have not had 
any letter to that effect. 

Have you, Mr. Sweeney ? 

Mr. Sweeney. No. 

Mr. Sronr. Not a word has been said to me that they need more 
money. 

If they talk to you people on that basis, we ought to get a new 
manager, unless he lets me know, or somebody else know, about it. 

I think we will look into that very carefully. 

Mr. Epmonpson. There has been no expression from your office that 
if they cannot operate on that money you will need a new manager 
out there ? 

Mr. Stone. No. 

Mr. Sisk. I would like to ask Mr. Stone if you can be quoted in these 
statements 4 

Mr. Srone. Yes, sir. 

Mr. Sisk. The statements you ar making here are contrary to what 
we have heard regularly up and down the Pacific coast. We are not 
putting any managers on the spot. 

Mr. Svonr. I think you should. 

Mr. Sisk. We feel inclined to. 

As you know, we have had a lot of trouble with compliance inspec- 
tions. 

Mr. Stoner. You ask them if they have advised the central office 
or not. 

Mr. Sisk. I will make it a point to do that. 

Mr. Weaver. I have one other question I want to ask Mr. Stone. 
That is whether or not VA has been severe enough in removing from 
a position of reliability those contractors who have not fully complied 
with the plans and specifications that have been submitted ¢ 

In other words, are you cracking down on them enough that it would 
perhaps eliminate poor construction work as has been brought out 
today in several instances ¢ 

Mr. Sronr. We have suspended better than 800 builders. Many 
them have been reinstated, but I think right now there is scaled 
pretty close to 400 suspended. 

Mr. Dervan. I do not have the cumulative figures, sir, but I do 
have the figures for the month ending November 30. 

Ine identally, sir, we submit to this committee every month a copy of 
the reports of suspensions which come to us from our regional offices, 
and we send them over to your staff. We made a quick tally this 
morning in anticipation of this question and find in November, for 
eX: umple, there were a total of about 399 builders and about 18 lenders 
in a suspended status. 

Not the same builders are in a suspended status each month, but I 
think you would roughly find about the same number in the suspended 
status each month. 

Mr. Weaver. In these cases such as we checked into in California, 
when there were numerous complaints coming in over a period of time, 







































2118 LOAN PROGRAMS OF THE VETERANS’ ADMINISTRATION 


do you not think it would have been advisable and discretionary to 
have suspended the builder immediately / 

Mr. Stone. When that question first came up we met with them, 
and they agreed to do everything that was thought necessary. It was 
very hard for me to believe that they would not accomplish that. 

There was one of the former State senators who was the attorney 
for them, and they promised almost on a stack of Bibles, you might 

say, that they would immediately get in there and do everything that 
we told them was wrong—our offic e there told them. 

There were several items of maintenance in that particular report 
that we did not ask them to do, but they were in a hundred percent 
agreement, and it was just a shock to me to learn a few months later 
that they had not done that. Of course, when you come to suspending 
a young group of builders who have just maybe gone into the business, 
we try to get out of them what we want done. if we immediate ly sus- 
pend some of them, why, they just quit and fold up and let it go. 
They have sold their properties, then get out. Just as Davis, we went 
along with him for a couple of months before we suspended him, 
hoping, because he had signed a statement to me, that he would do 
these repair jobs. 

Then we hold that to the last, to try to work along with him to get 
it accomplished. If they don’t do a good job, sometimes we have to 
come to the last decision of suspension to get anything out of them 
at all. 

Now, as far as Davis and a few of these other builders, as far as I 
- personally concerned, they will be forever on the suspended list. 
As long as I have anything to say about it, they will never build another 
veteran's house. 

Mr. Weaver. Are you acquainted with a type of disciplinary action 
apparently in use in the Newark, N. J., office called restricts rather 
than suspension, in which they tell the builders who have been guilty 
of some unsatisfactory practice: “The arrangement does not deny you 
any privilege you have had in the past and you should continue to 
submit any forms and papers to this office for processing when such 
occasion arises.” Are you familiar with such a disciplinary practice 4 

Mr. Sweeney. Mr. Chairman, I happened to make inquiry here just 
in the last week, the first time I heard that terminology. 

What we do in the Newark office is that, if the builder has failed 
within a reasonable time to go out and make the repairs, or he is 
dilatory in taking any action, call it a delaying action, they will sus- 
pend any compliance Inspection or processing. 

Mr. Weaver. They will refuse to do what ? ? 

Mr. Sweeney. To approve any compliance inspection or refuse to 
issue any additional certificates of reasonable value. 

Mr. Weaver. Have they ever suspended a New Jersey builder to 
your knowledge ¢ 

Mr. Dervan. The report we have shows that they have placed in a 
suspended status, or what they may very well call a restricted status, 
55 builders. 

Mr. Weaver. Is there not a uniform classification of action in that 
field¢ Would a restricted status in New Jersey be the same as a 
suspended status someplace else / 

Mr, Dervan. A restricted status as developed in New Jersey, sir, 
is a ground rule procedure of their own making. 
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Mr. Stone. Subject to suspension ? 

Mr. Epmonpson. They have never proceeded to suspensio1 

Mr. Weaver. You mean ground rules of the VA. 

Mr. Dervan. Of the Newark office. 

Mr. Sweeney. When we get a veteran’s complaint we normally call 
on a builder and give him a certain period of time to go out and 
correct. it. 

Mr. Epmonpson. Are you thinking of the New Jersey practice now? 

Mr. Sweeney. I have been, sir, just for clarification. If that builder 
is then called upon, in 10 days, 30 days, depending on the item, they 
usually go out and correct it. You get in some situations where 
weather conditions may extend that period. 

If he is dilatory about it, usually under the threat of sus a 
we will say, “We'll hold up your compliance inspection, or CRV’s 
until you correct it.” 

We call that suspension in one sense of the word. We suspend 
any action. 

Now, where we actually suspend the builder from a program, that 
is for fraud, misrepresent: ation, or complete failure to abide by our 
directives, he is terminated there until we have a hearing. If need be, 
we may refer matters to the United States district attorney. You 
do have those two courses. 

Mr. Epmonpson. Have there ever been in New Jersey any builders 
disqualified from further partic ipation ¢ 

Mr. Svone. The report shows 35. 

Mr. Dervan. The report which we get, sir, under the suspension 
procedure simply lists that 35 builders 

Mr. EpmMonpson. Are restricted or suspended. 

Mr. Dervan. I would have to say restricted, sir, but in my opinion 
the net effect of the sanction, whether they call it restriction or sus- 
pension, is for all practical purposes substantially the same. 

Mr. Epmonpson. How would it be the same when in this letter which 
we have here to a builder, they advise the person who has been placed 
in a restricted status, “This arr angement does not deny you any 
privileges you have had in the past. You should continue to submit 
any forms or papers to this office for processing when such occasions 
arise. 

In other words, “We will continue to take your applications, we 
will continue to process them, but you are in a restricted status.” 

Mr. Dervan. I think that is purely a temporary procedure designed 
to give him a reasonable opportunity to correct the matters com- 
plained of. Then if it develops that he does not come up to the 
standards or requirements of the regional office they would put the 
suspension into effect. 

Mr. EpmMonpson. Now, we come to the final question I have vag: n 
trying to determine. We have some information that no builder in 
the State of New Jersey has ever been brought to that final stage. 

They have been placed in a temporary warning stage more or less on 
many oceasions, but never have any of them ever been suspended j 
the sense that they are suspended in practically every other State ' 
the Union. 

Mr. Srone. We will have to find out. We have on our report that 
they are suspended. If they are restricted we will advise you and 
take corrective action. 
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Mr. Epmonpson. At this point in the record, then, if there is no 
objection, because it bears on this New Jersey situation and the in- 
formation provided the committee along this line, we will submit for 
the record a copy of a grand jury report on the subject. 

(The information referred to will be found at p. 40 in House Com- 
mittee Print 200, 84th Cong. ) 

Mr. Hatery. May I inquire, reserving my right to object/ May | 
inquire is the chairman of the committee suggesting here that the 
contractors in the State of New Jersey are put in a ditferent category 
or preferential treatment, or something / 

Mr. Epmonpson. I do not believe the chairman is sufficiently in- 
formed to make that suggestion from his own knowledge, but that 
suggestion has been made to the committee by certain complaining 
parties in the State of New Jersey. 

That is why I am seeking information from the VA people who 
should be informed on it as to whether there is any substance to it. 
1 assume you gentlemen are acquainted with the grand jury report. 
That is Middlesex County criminal grand jury of the New Jersey 
Superior Court. 

Mr. Dervan. I have seen it, sir, but I don’t recall that that covered 
the matter of suspension. 

Mr. EpmMonpson. What it is directed to if I understand the staif 
director correctly, is a number of practices would have resulted in 
suspension as we use the term ordinarily, in other States, but which 
did not result in suspension in New Jersey. 

That is the substance as I understand it of this grand jury report. 

Svarr Director. It is the second report by a grand jury in the 
State of New Jersey and the background further is that we have had 
numerous complaints from the State of New Jersey. 

The Rains committee of the Banking and Currency Committee in 
1952 spent a great deal of time in the State of New Jersey. As we look 
into the suspension procedure in the State of New Jersey we find it 
does not conform with the procedure outlined by VA regulations, but 
that they have some sort of interim procedure which “really denies 
the builder nothing and he goes on a hist which they call a restricted 
list, but does business as usual, 

It is the conclusion of the staff that there is direct relation between 
the many reports of poor construction we have and the attitude of the 
regional office in suspending the builder. 

Mr. Dervan. Under the circumstances, I would agree that probably 
the best thing is to get a complete statement from Newark as to 
precisely what is the procedure and what is the effect of it. 

Mr. Harry. I withdraw my objection and make the same request 
that the gentieman over there has just made, that we have a complete 
wnd thorough report on this situation up there. 

Mr. EpmMonpson. I am sure that report will be sought. We would 
appreciate being informed by the VA as to your findings on this. 

(The information referred to follows :) 


SUSPENSION OF BUILDERS, VETERANS’ ADMINISTRATION REGIONAL OFFICE 
NEWARK, N. J. 


The attached Veterans’ Admiinstration Technical Bulletin 4A-152, dated March 
18, 1955, states the procedures to be observed by regional offices in effectuation of 
suspension of builders or lenders from further participation in the VA loan 
guaranty program. 
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In respect to the procedure actually being followed by the Newark, N. J., re- 
gional office, the manager has reported by TWX on January 25, 1956, to the 
central office, as follows: 

“Priority/REURTEX of January 23, 1956. This office is following the pro- 
cedure provided in paragraph 3b of TB 4A-152. To date we have in numerous 
causes applied subparagraphs (1) and (2) of paragraph 3b. We have not as 
vet found it necessary, however, to apply subparagraphs (3) and (4) of para- 
vraph 3b. Builders have responded to our letters notifying them of our inten- 
tion to stop issuing CRV’s on their properties; of our intention to direct our 
compliance inspectors to make no further inspections on their jobs; of our in- 
tention to refuse to accept any further requests for appraisal from them. Build- 
ers immediately thereafter have come to this office, or have been brought to 
this office by the lender in the case, to discuss the complaint situation. If at 
the conclusion of this meeting we were not in receipt of a firm promise from the 
builder to correct the justified complaints, we would take action without delay 
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j to apply paragraph 3b, subparagraph (8) of TB 4A—-152. At the meeting in this 
q office we give the builder a deadline as to when we expect the work to be done 
; and the date on which this office requires written notification from him that the 
i work has been done. We follow up on this deadline date strictly. Upon receipt 
: of this written notification, we then “staff inspect” the property to be sure the 
: work has been done to the satisfaction of the Veterans’ Administration. The 


current status of the 53 builders who, as of April 30, 1955, were on a restricted 
basis is as follows: 

4 removed from the restricted list 

31 remaining in a restricted status 
‘Restriction action was taken against these 31 builders prior to receipt of 
TRB 4A-152. At the time restrictive action was taken copies of our letters were 
sent to the Federal Housing Administration, VA Regional Office, New York, 
and other regional offices. As far as we know, these 31 builders are not building 
under this program. Certainly not through this office. You are further advised 
that these 31 builders have been refused appraisals since the taking of the orig- 
inal restrictive action. 

“As stated above, this office is following the procedure in TB 4A-152 and 
while actual suspension has not taken place in any case, we have had preliminary 
work completed in numerous cases but the builder cooperated and avoided 
suspension.” 


‘ 


DEPARTMENT OF VETERANS BENEFITS 


TB 4A-152 
(Internal Issue Only) 


VETERANS ADMINISTRATION TECH NICAL BULLETIN 
Washington 25, D. C.. March 18, 1955 
SUSPENSION OF LENDERS OR RUILDERS AND HEARING PROCEDURE 


(Nore.—The references to the regulations in this issue apply to VA Pamphlet 
4-3, Revised, “Lenders Handbook,” in which VA Regulations xre duplicented.) 


1. PURPOSE 


The purpose of this technical bulletin is to outline the procedures the ob 
served by Managers in the suspension of builders from obtaining appraisals of 
dwelling units and in the suspension of lenders or holders from obtaining guar- 
anty or insurance of loans or from acquiring such loans 

a. Section 504 (¢) of the Act and VA Regulation 4361 relates to the refusal 
to appraise and provide as follows: 

“Sec. 504 (¢). The Administrator shall have the right to refuse to appraise 
any dwelling or housing project owned, sponsored, or to be constructed by ay 
person identified with housing previously sold to veterans under this title, as to 
Which substantial deficiencies have been discovered, or as t> which there bas 
been a failure or indicated inability to discharge coutractual liabilities t» vet 
erans, or as to which it is ascertained that the type of contract of sale or the 
inetheds or practices pursued in relation to the marketing of such pro: ert 
were unfair or unduly prejudicial to veteran purchasers.” 
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VA Regulation 4361. Right of the Administrator to refuse to appraise resi- 
dential properties 

“(A) The Administrator may refuse to appraise dwellings to which a request 
for appraisal relates if he determines that any party or parties involved or 
financially interested in the construction or sale of such units have theretofore 
participated in the construction or sale of units sold to veterans which involved 
(1) substantial deficiencies in the construction, or (2) a failure or indicated in- 
ability to discharge contractual obligations to the veterans who contracted for 
the construction or purchase of such units, or (3) the use of a contract of sale or 
of methods or practices in marketing such units of a type which under standards 
promulgated by the Administrator was unfair or unduly prejudicial to the vet- 
erans concerned. Upon any such refusal to appraise, the Administrator shall 
give written notice thereof to the person or firm submitting the appraisal request 
and shall state the basis for such refusal. 

“(B) Any person or persons affected by such refusal to appraise shall have 
the right within 10 days after receipt of written notice of such refusal to file with 
the Administrator, by registered mail, a request for a hearing. Upon receipt of 
such request, the Deputy Administrator for Veterans Benefits shall, as promptly 
as he deems it feasible to do so, designate a time and place as he deems appro- 
priate for such hearing and shall appoint one or more persons who shall con- 
stitute a board to conduct the hearing. The person or persons requesting such 
hearing shall be afforded full opportunity to appear at the hearing in person, or 
by counsel, or both, and to introduce evidence showing why the sanction should 
be terminated or modified. Authority is hereby granted to the persons designated 
to conduct the hearing, to administer oaths to witnesses. 

“(C) As soon as is practicable after conclusion of the hearing, the board will 
make findings of fact and recommendations in writing to the Deputy Adminis- 
trator for Veterans Benefits, and will furnish the builder or other person request- 
ing the hearing a copy thereof. Such builder or other person shall have the right 
within 14 days after receipt of such copy to file with the Deputy Administrator 
for Veterans Benefits a brief of either, or both, facts and law. 

“(D) Upon receipt of the findings and recommendations of the hearing board 
and the brief of the builder or other person requesting the hearing, if a brief is 
filed, the Deputy Administrator for Veterans Benefits shall make a determination 
in the case; i. e., whether the refusal to appraise as originally imposed is con- 
tinued, modified, or terminated, and what terms or conditions, if any, are imposed 
for termination or modification of the refusal to appraise. Notice of such deter- 
mination shall be given to the person requesting the hearing. Such person shall 
have the right to appeal such decision to the Administrator within 30 days after 
the date of receipt of such notice. In the event of an appeal, the Administrator 
will decide the matter finally and will notify the person who filed the appeal of 
his decision.” 

b. Section 514 of the Act and VA Regulation 4331 relate to the suspension of 
lenders or holders and provide as follows: 

“Sec. 514. Whenever the Administrator finds with respect to loans guaranteed 
or insured under this title that any lender or holder has failed to maintain ade- 
quate loan accounting records, or to demonstrate proper ability to service loans 
adequately or to exercise proper credit judgment or has willfully or negligently 
engaged in practices otherwise detrimental to the interest of veterans or of the 
Government, he may refuse either temporarily or permanently to guarantee or 
insure any loans made by such lender or holder or bar such lender or holder 
from acquiring loans guaranteed or insured under this title: Provided, That the 
Administrator shall not refuse to pay a guarantee on loans theretofore entered 
into in good faith between the veteran and the lending institution.” 


VA Regulation 4331. Disqualification of lenders 


“(A) The Administrator may suspend a lender or holder from obtaining guar- 
anty or insurance of loans or from purchasing guaranteed or insured loans, 
whenever he finds that the lender or holder has failed to maintain adequate loan 
accounting records, or to demonstrate proper ability to service loans adequately, 
or to exercise proper credit judgment, or has willfully or negligently engaged in 
practices otherwise detrimental to the interests of veterans or of the Government. 
Written notice of such suspension shall be furnished to the lender or holder con- 
cerned, which notice shall state the effective date of the suspension. A suspended 
lender or holder shall have the right to apply to the Administrator for a hearing 
at which opportunity shall be afforded to show why such suspension should be 
terminated or modified. In response to each such application the Deputy Admin- 
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istrator for Veterans Benefits, as soon as he may deem it feasible to do so, shall 
designate a time and place as he may deem appropriate for such hearing and shall 
appoint one or more persons, who shall constitute the board, to conduct the hear- 
ing. Authority is hereby delegated to the person or persons designated to conduct 
such hearing to administer oaths to wimesses. The lender or holder shall have 
the right to appear at such hearing in person or by attorney, or both, and to intro-, 
duce evidence showing why such suspension should be modified or terminated. 

“(B) As soon as is practicable after the conclusion of the hearing, the board 
will make findings of fact and recommendations in writing to the Deputy Admin- 
istrator, Department of Veterans Benefits, and will furnish the lender or holder 
a copy thereof. The lender or holder shall have the right within 14 days after 
receipt of such copy to file with the Deputy Administrator, Department of Vet- 
erans Benefits, a brief of either, or both, facts and law. 

“(C) Upon receipt of the findings and recommendations of the board and the 
brief of the lender or holder, if one is filed, the Deputy Administrator, Depart- 
ment of Veterans Benefits, shall make a determination in the case; i. e., whether 
the suspension as originally imposed is continued, modified, or terminated, and 
what terms or conditions, if any, are imposed for termination or modification of 
the suspension. Notice of such determination shall be given to the lender or 
holder. The lender or holder shall have the right to appeal such decision to the 
Administrator within 30 days after the date of receipt of such notice. In the 
event of an appeal, the Administrator will decide the matter finally and will 
notify the lender or holder of his decision. 

“(D) Except where acquisition is pursuant to a binding contract antedating 
the suspension, the purchase of a guaranteed or insured loan by a lender or 
holder after the date of its suspension shall cancel the guaranty or insurance 
on such loan: Provided, the notice to the lender or holder of the suspension 
expressly bars such lender or holder from acquiring by purchase loans guar- 
anteed or insured by the Administrator.” 


2. IMPORTANCE OF SUBSTANTIATION OF MATTERS ON WHICH SANCTIONS ARE TO BE 
BASED 


a. The suspension of a lender, holder, or builder from participation in the 
loan guaranty program can have severe and possibly disastrous economic con- 
sequences on the lender, holder, or builder concerned. Therefore, sound judg- 
ment must be exercised by the Veterans Administration in the application of 
these sanctions. Such sanctions will not be applied on the basis of unsubstan- 
tiated rumors, suspicion, or allegations only. 

b. A suspension will not be effected until sufficient facts have been ascer- 
tained to place the VA in a position, if called upon to do so, to substantiate by 
acceptable proof, the findings on which the suspension will be based. The 
imposition of a suspension usually will be preceded by a thorough investigation 
by field examination or otherwise. Cases may arise where suspensions will 
be justified without having first conducted a field investigation, for example, 
where a FBI report contains statements of named witnesses interrogated by 
the FBI as to facts within the actual knowledge of such witnesses which are of 
such a serious nature as to make it imperative, in the Manager’s opinion, that 
the relationship with the lender or builder be discontinued immediately. FBI 
reports do not attempt to evaluate the statements of witnesses and if a hearing 
is requested the VA can not predicate its case on the FBI report itself, since 
it is a confidential document and can not be introduced as evidence at the 
hearing. It would be mere hearsay since the statements are not written or 
under oath. This does not mean, however, that the VA may not question the 
witnesses interrogated by the FBI and who are named in the report and elicit 
from them sworn testimony on the matters which they are reported as having 
testified to when interrogated by the FBI. This does mean that when initially 
evaluating the contents of FBI reports, the nature of the statements of witnesses 
must be considered, i. e., whether the witness’ statements are rumors or 
suspicions as contrasted to statments as to facts actually within their knowl- 
edge. Their availability as witnesses for VA purposes must also be considered. 
When to recommend application of the sanction is, in the final analysis, a 
matter for the sound judgment and responsibility of the Manager. 
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3. NOTICE OF SUSPENSION OR REFUSAL TO APPRAISE 


a. Whenever a Regional Office Manager or the Manager of the Veterans 
Benefits Office is of the opinion, based upon available facts and evidence, that 
any lender or holder should be suspended from making or acquiring loans guar- 
anteed or insured by the Veterans Administration, he shall submit such facts 
and evidence, together with his recommendations, to the Deputy Administrator 
for Veterans Benefits (hereinafter referred to as the Deputy Administrator) 
and await instructions before proceeding further. 

b. When, in the opinion of the Manager, the VA should refuse to appraise 
because veterans have been substantially prejudiced by the failure or refusal 
of a builder to correct construction deficiencies (TB 4A-127) the Manager is 
authorized to take action to effectuate the sanction without obtaining the prior 
concurrence of the Deputy Administrator provided the following procedures 
have been complied with: 

(1) Where a veteran reports that the builder, after notification by the 
Regional Office of a construction deficiency complaint, has not corrected 
the complaint or has refused to cooperate, the Regional Office shall, if 
the facts warrant, notify the builder in writing that his continued failure 
to correct the deficiency will compel the Regional Office to refuse to appraise 
units constructed by such builder. (See paragraph 10 j. of TB 4A—127.) 
Such notifiation to the builder included a statement that if the builder 
considers the position of the Regional Office to be unwarranted in the par- 
ticular case, the builder is invited to visit the Regional Office for the pur- 
pose of discussing those matters in respect to which he considers the Regional 
Office to be in error. 

(2) A reasonable opportunity is afforded to the builder to correct the 
construction complaint. 

(3) Following failure of the builder to correct the deficiency complaint 
of, the builder is advised by registered mail that unless satisfactory ar- 
rangements are made with the Regional Office by a future date specified 
in the letter, action to suspend will be taken. 

(4) No such arrangements are made by the builder. 

c. With respect to the refusal of a builder to discontinue or modify contracts 
of sale or to terminate marketing practices or methods, of the types described 
in paragraph 3(b) of TB 4A-138, the Manager is authorized to apply the refusal 
to appraise sanction without having first obtained the concurrence of the Deputy 
Administrator but only after efforts to effect a satisfacory solution to the mat- 
ter in accordance with the procedure set forth in paragraph 5 of TB 4A—138 have 
been unsuccessful. 

d. Notwithstanding any provisions or indications. to the contrary in VA 
technical Bulletin 4A—138, the concurrence of the Deputy Administrator shall 
hereafter be obtained prior to suspending a builder for engaging in marketing 
practices or methods of a criminal nature such as accepting “‘side-payments,” 
arranging or participating in the improper use of a veteran's entitlement, pro- 
curing the submission of false loan reports, false credit reports or credit data 
as distinguished from the employment of contracts of sale of the types described 
in paragraph 3b of TB 4A-138. (However, pursuant to the agreement between 
the Administrator and the Attorney General, evidence of criminal action must 
be afforded the Department of Justice at the earliest possible moment. See 
VA Circular 32, dated November 15, 1954). 

e. When, in the opinion of the manager, the VA should refuse to appraise but 
such action can not be taken by the Manager under subparagraphs b. and ec. 
hereof, the Manager will defer suspension, report the facts and evidence, 
together with his recommendations to the Deputy Administrator and await 
further instructions. 

f. Formal notice of suspension or of the refusal to appraise shall be given 
by letter signed by the Manager, or his designee, in form approved by the Chief 
Attorney, and shall be dispatched by registered mail to the lender, holder, 
builder, or other person concerned. Copy of such notice shall be furnished 
promptly to the Deputy Administrator. 

g. The notice prescribed by (e) above must comply with the following: 

(1) It must specifically state that a finding has been made involving 
one of the instances specifically stated in Sections 504 or 514 of the Act. 

(2) It must also advise of the substance of the facts and circumstances 
of the instances or cases which are the basis for the application of the 
sanction, and will specify the sections of the Act or Regulations which 
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have been violated. While a complete listing of all the cases or instances 
known to VA will not be necessary if there are many, there should be a 
listing at least of those cases which are typical and in which the best evi- 
dence of irregularities is available. 
(3) If the notice is to a lender or holder, it must state that on and after 
a date designated to coincide witht he probable date of receipt of the notice, 
the lender or holder is barred from obtaining the guaranty or insurance 
of loans, except as to those loans which the Manager determines will be 
excluded from the sanctions, e. g., loans as to which the VA has issued 
Certificates of Commitment and which are determined to he eligible in 
all respects and loans on which VA Forms 4-1802 have been submitted to 
the VA by the lender prior to the date of the suspension, involving veterans 
who have contracted to purchase homes, unless arrangements can be 
made to have the loans to the veterans made by another lender without 
additional expense to the veterans. The notice to a lender or holder must 
also state that it is barred from acquiring loans by purchase after the date 
of suspension except where the acquisition is pursuant to a binding contract 
antedating the suspension and that the acquisition of any loan by purchase 
other than pursuant to such contract shall cancel the guaranty by insurance 
of the loan. 
(4) If the notice is to a builder the Manager should consider the advis- 
ability of including in the notice such exceptions to the suspension as will 
obviate any substantial prejudice to veterans who may already have con- 
tracted for the purchase of homes from the builder. 
(5) The notice must advise the builder, lender, holder, or other person 
concerned, of the right to request a hearing. In the case of a refusal to 
appraise, it will be stated in the notice that the time within which the hear- 
ing may be requested shall be ten (10 days after receipt of notice, as is pro- 
vided in VA Regulation 4361 (b). However, notwithstanding that such 
request is not filed within the prescribed ten-day period, it will be the VA 
policy to afford a hearing to the persons affected if such request is filed 
within a reasonable time after the ten-day filing period has elapsed and is 
accompanied by a reasonable explanation of such failure to file the request 
within the ten-day period. 
(6) The notice shall state that the suspension is effective as to agents, 
representatives, and correspondents when acting for or on behalf of the 
person suspended. 
4. APPLICATION FOR HEARING 


a. Requests for hearings ordinarily will be acted upon favorably and promptly 
by the Deputy Administrator. However, a hearing may be postponed for any 
of the following reasons: 

(1) The lender, holder, builder, or other person concerned, requests post- 
ponement and presents reasonable basis for such request ; 

(2) The VA requires additional time to conclude its investigation ; 

(3) The case has been, or is being, referred to a U. S. Attorney or the 
Department of Justice for consideration of criminal prosecution, or crim- 
inal prosecution has been initiated but has not been concluded. 

b. In cases coming within the purview of (3) of this paragraph, a date will 
not be fixed for the hearing until the criminal prosecution has been concluded 
or it is determined that the U. S. Attorney, or the Department of Justice, as 
the case may be, bas no objection to a hearing in the particular case. In the 
event the U. S. Attorney or Department of Justice objects to the granting of a 
hearing, the Chief Attorney will report the facts through the Manager to the 
Deputy Administrator who will then determine whether, on the basis of all 
the known facts and circumstances, it will be proper to grant a hearing. 


5. PREPARATION FOR HEARING 


a. Upon being advised by the Deputy Administrator that a hearing is granted, 
the Manager will make known to the Chief Attorney all of the facts and cir- 
cumstances which constituted the basis of the suspension or refusal ‘to appraise 
and will ascertain from the Chief Attorney the approximate time which he will 
require to prepare the case for the VA. The Manager will then proceed to ar- 
range a tentative hearing date which will be satisfactory to the lender, holder, 
builder, or other person concerned but which shall be far enough in advance toe 
permit a proper preparation of the presentation which the Chief Attorney expects 
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to make before the Hearing Board on behalf of the VA. Upon the fixing of a 
tentative hearing date, the Deputy Administrator will be advised thereof 
promptly in order that he may proceed to appoint the members of the Board 
and arrange for their attendance at the hearing. Prompt notices to all parties 
concerned, including members of the Board if appointed, should, of course, be 
given whenever any change in the tentative hearing date is made. 

b. The Chief Attorney will be prepared, by means of a stipulation between 
the adverse party and the VA, or by direct testimony, or both, to introduce into 
the record of the hearing all facts and circumstances which constituted the 
basis of the suspension or refusal to appraise. A pre-hearing conference be- 
tween the Chief Attorney and the adverse party, or his Counsel, or both, will 
be held in order to deterinine what facts if any can be stipulated and to prepare 
the stipulation. If the pertinent facts cannot be stipulated, the Chief Attorney 
will proceed to have the necessary witnesses subpoenaed to assure their presence 
at the hearing for direct testimony. (See VA Regulation 1 (A) and1 (B).) If 
it is anticipated that any witness important to the support of the VA’s case will 
no be available at the hearing, arrangements will be made to take his or her 
deposition, preferably on notice to the adverse party with an opportunity being 
afforded for cross-examination. Under no circumstances is the source of in- 
formation contained in FBI reports to be revealed and, such reports must not be 
offered or accepted in evidence. Information contained in said reports which 
the Chief Attorney considers helpful or essential in establishing the charges 
must be presented to the Board through an independent medium, i. e., by means 
of witnesses, documents, records, ete. 

c. While the Chief Attorney is expected to present to the Board the best evi- 
dence available and will make every reasonable effort to do so, it is recognized 
that in some instances secondary or hearsay evidence, signed written statements, 
etc., may be the only evidence available at least on some points. Such evidence, 
therefore, with the exception of FBI reports, can be introduced into the record 
of the hearing and will be accorded such weight and consideration as the cir- 
cumstances warrant. 

d. Upon receipt of notice of appointment, each Board member will carefully 
review the appropriate sections of the Act and Regulations and thoroughly fa- 
miliarize himself with the matters contained in this technical bulletin. 

e. Prior to the opening of the hearing, the members of the Board and the Chief 
Attorney should discuss the procedural aspects of the case. The hearing stenog- 
raphers will be selected and advised of their duties and will be instructed to 
transcribe their notes on legal size paper, double spacing, leaving sufficient room 
for binding at the top and for numbering at the bottom and to make an original 
and three copies. 


6. HEARING PROCEDURE 


a. The Hearing Board shall be composed of one or more officers or employees 
of the VA appointed by the Deputy Administrator, who will issue the necessary 
order convening the Board and will designate one member of the Board as 
Chairman. The Chairman shall be in charge of the proceedings, shall administer 
eaths or affirmations to witnesses and shall be responsible for the official conduct 
of the hearing. The Board shall receive evidence relating to the charges made 
against the lender, holder, builder, or other person concerned. 

b. During the course of the hearing the Chairman shall, except as noted in 
d. below, rule on all questions presented to the Board. In the event a member 
of the Board objects to the Chairman’s ruling, a majority vote of the Board 
will decide and will constitute the ruling of the Board. Voting can be either 
in open or closed session, but the Chairman’s ruling shall be entered of record. 
The hearing can be open or closed to the public in accordance with the preference 
of the person requesting the hearing, unless it is determined by a majority of 
the members of the Board that the public interest requires the contrary. Repre- 
sentatives of any other agency or department of the Government that may be 
interested shall be allowed to attend. 

ec. The hearing shall be conducted in an orderly manner and in a serious busi- 
nesslike atmosphere of dignity and decorum. The conduct of Board members 
shall be characterized by fairness, impartiality, and cooperativeness. No mem- 
ber of the Board should engage in any argument with the person requesting the 
hearing, his counsel, or any witness and the Chairman should not permit any 
person to argue while testifying. 

d. Objections relating to the jurisdiction or membership of the Board or the 
constitutionality of the Servicemen’s Readjustment Act or VA Regulations, are 
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not before the Board for decision and the time of the Board shall not be used to 
hear arguments pertaining thereto. However such objections will be noted on 
the record of the hearing. 

e. Any matter, either oral or written, which the Board deems to be of probative 
value in determining the issues involved can be admitted in evidence. Irrelevant, 
immaterial, or unduly repetitious evidence will be excluded. However, wide 
latitude will be observed with respect to relevancy, materiality and competency. 
Secondary and hearsay evidence is admissible and will be accorded such weight 
and consideration as the circumstances warrant. 

f. The Chief Attorney, or a member of his staff, shall act for the VA in pre- 
senting its case to the Board, shall advise the Board as to applicable regulations 
and directives, and shall be available for consultation with the Board at any 
time. However, no one other than Board members shall be present when the 
Board reviews and considers the evidence and makes its findings of fact and 
recommendations. Thereafter, the basis for such findings of fact and recom- 
mendations shall not be the subject of discussion between the Board members 
and the lender, holder, builder, or other person concerned, or between Board 
members and VA Regional Office personnel. 

g. The person requesting the hearing shall have the right to present his case 
by oral or documentary evidence, to submit rebuttal evidence, to cross-examine 
witnesses, and to make such statements in his own behalf as may be appropriate 
for a true and full disclosure of the facts. The hearing is a fact-finding proceed- 
ing and must be conducted solely on that basis; it is not a trial or adjudicatory 
proceeding. When desirable to do so members of the Board are authorized to 
question witnesses for the purpose of eliciting testimony that is material. The 
Board is entitled to all the information of a material nature that is properly 
available irrespective of who does the questioning. The hearing must be fair 
and impartial in all respects. 

h. All exhibits will be properly identified (numerically for VA exhibits and 
alphabetically for lender, holder, builder, or other party concerned exhibits) by 
the Board Chairman in order of introduction. All original exhibits shall be 
attached to the original of the transcript. Photostats or typed copies of all 
exhibits will be made and attached to the carbon copies of the transcript. Fol- 
lowing the completion of the hearing, the Board members shall check the typed 
pages of the transcript for accuracy and completeness to facilitate the work, 
to afford a review of the testimony while it remains fresh in the minds of the 
Board members, and to assure accuracy of the transcript. 

i. The Board will conduct the hearing, enter upon its deliberations, make its 
findings of fact and recommendations and complete its work at one time. Imme- 
diately after the Board members have checked the transcript, the person request- 
ing the hearing, and his counsel, if any, will be asked to read the transcript 
and either indicate approval thereof by initialing or make known any objections 
thereto. Exceptions or changes requested by the adverse party, or his counsel, 
which would materially affect the meaning will receive careful consideration and 
changes will be effected only upon majority acceptance by the Board. Exceptions 
and requested changes denied by the Board shall be noted and appended to the 
transcript as a part of the record. One copy of the transcript, together with 
one copy of all exhibits shall be furnished to the adverse party. Another copy 
shall be furnished the Manager. The original and the remaining copy will be 
transmitted to the Deputy Administrator. 


7. FINDINGS OF FACT AND RECOMMENDATIONS 


a. As soon as is practicable after the conclusion of the hearing, the Board will 
make its findings of fact and recommendations in writing, in duplicate, to the 
Deputy Administrator and will furnish the lender, holder, builder, or other 
person concerned a copy thereof but no such copy will be released until the 
transcript of testimony has been completed and forwarded to the Deputy Admin- 
istrator. One copy of the Board’s findings of fact and recommendations will 
be furnished the Manager. 

b. In making its findings of fact and recommendations the Board will con- 
sider only the matter which came before it during the course of the hearing, 
i. e., the entire record is for its consideration but extraneous matter, e. g., FBI 
reports will not be read or considered. The manner in which witnesses testified 
before the Board, their demeanor on the witness stand, their opportunity to have 
personal knowledge of the facts concerning which they have testified, the authen- 
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ticity of documentary evidence and lack of evidence upon any worthy point at 
issue, shall be considered by the Board. The Board will state what facts and 
circumstances have been established by the evidence adduced at the hearing 
and whether and in what respects the charges in the notice of suspension have 
been substantiated. 

c. The report of findings of fact and recommendations will follow in general 
the format outlined below: 

I. Findings of fact and recommendations 
A. Findings of Fact 
1 
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II. Discussions, comment, or explanation (if deemed necessary ) 
Ilf. Signatures of board members 


8. APPEAL 


Appeals and subsequent reviews will conform to the requirements of applicable 
regulations. 
9. ADVICE TO LENDERS 


All lenders in the regional area shall be advised by means of a local release 
of the rescission of Emergency Interim Issue EM 4A-44. The principal provi- 
sions of the latter have been incorporated in the revision of VA Regulation 4331, 
effective February 4, 1955. 

10. RESCISSION 


Emergency Interim Issue EM 4A—63. 
Ratpn H. SToNng, 
Deputy Administrator for Veterans Benefits, 
Distribution : 
CO (2) (VB3A) (4) (VB4) (VBL) 
RO & CNR 


S—-1 (M)-1 (2)-2 (3A)-1 (3B)-3 (8X)-5 (4A)-2 (4B)-10 
S-2 (M)-2 (2)-2 (8A)-1 (3B)-3 (3X)-5 (4A)-2 (4B)-10 
S-3 (M)-2 (2)-2 (3A)-1 (3B)-3 (3X)-5 (4A)-2 (4B)-10 
S-4 (M)-2 (2)-2 (3A)-1 (3B)-3 (3X)-5 (4A)-2 (4B)-15 
S-5 (M)-2 (2)-2 (8A)-1 (3B)-3 (3X)-5 (4A)-2 (4B)-15 
VBO (M)-2 (2)-2 (8A)-1 (3B)-3 (3X)-5 (4A)-3 (4B)-25 


ASO—4 Copies Each 
Figures outside parentheses indicate quantity. 

Mr. Stone. Continuing with my statement : 

With respect to the second point pertaining to central office super- 
vision, our area offices are staffed to conduct continuing examinations 
of regional office activities. 

When supervisory examinations are made at field stations, there is 
no subordination of construction analysis or inspections of construc- 
tion. Insofar as manpower and fund limitations allow, one exami- 
nation is made each year at each regional office. 

To assure a full understanding of the relationship of field super- 


vision to quality of construction, it should be pointed out, however, 


that the personnel available for checking into the field operations on 
the spot is presently limited to 5 teams of 2 technicians each, 1 of 
whom is responsible for examining appraisal operations, construc- 
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tion analysis, the conforming of plans and specifications to minimum 
property requirements, compliance inspections and all other technical 
operations relating to valuation and construction. : 

Mr. Sisk. I would like to inquire if I might, as to the intention of 
the chairman with reference to the length of time we may proceed. 

Mr. Epmonpson. It is our understanding that the witnesses have 
to appear before the Appropriations Committee on Monday. 

Mr. Sronr. Monday afternoon at 1 o'clock. 

Mr. Epmonpson. We were hopeful it would be possible to conclude 
their testimony this afternoon. I will await the will of the committee 
on that. If the committee wants to go over until Monday morning 
and they are available Monday morning, it will suit me toa “T.” I 
want to try to do what the majority of the committee and the 
witnesses desire. 

Mr. Sisk. I am vitally concerned with this and I wanted to know 
if you had any idea when we might terminate the hearing, at all, if 
you expected to continue it until we complete it. 

Mr. Epmonpson. Will Mr. Stone and Mr. Sweeney be available 
Monday morning at 10 o’clock ¢ 

Mr. Sronr. Mr. Sweeney has an engagement to speak with the 
United States Savings & Loan League at 10 o’clock Monday, and we 
may have to have a dry run on the budget. 

The Administrator may want us to come in and go over that with 
them. We could not be sure of Monday morning. 

Mr. Sisk. I have no objections to continuing this this afternoon. 
It was just an idea of planning some time on my own. I thought 
possibly the question might be in the minds of other members of the 
committee. 

Mr. Epmonpson. It could be set over until later this week. 

Mr. Suvrorp. I am going to suggest that you do it, because I am 
greatly interested in this matter. It appears that you have 7 or 8 
more pages of this. If we interrupt as much on those eight pages as 
we have on the others in the statement, we will be pretty late in ad- 
journment this afternoon. 

Mr. Epmonpson. Would Tuesday morning accommodate you 
better ? 

Mr. Stone. I couldn’t say, because we will have to reserve the first 
3 days for the appropriation hearings. 

Mr. Epmonpson. I wonder if we could not let Mr. Stone wind up 
at this point with the understanding that we will work out a date 
next week when he can return that suits everyone’s convenience better. 

It might be possible to combine a hearing to complete his testimony 
along this general line and hear testimony from the VA on this partic- 
ular bill of Congressman Rains of Alabama. 

Mr. Sisk. One of the reasons I bring it up is that actually there are 
several questions in my mind, and I would imagine in some of the 
others, and that is the only point there. 

Whatever you may determine will be perfectly satisfactory with me. 

Mr. Epmonpson. Then we will recess subject to our working out an 
agreeable date. And I want to thank the men of the VA for their 
patience with us through a rather long and tiresome day. I know it 
has been tiresome for all of us, but it has been most illuminating for 
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me, and I hope there has been some illumination on some points that 
possibly were new to some of the other folks, Mr. Stone. 

Mr. Srone. Mr. Chairman, we will be glad to have any instruc- 
tion coming from the committee that is desirable about any of these 
matters that you are not in accord with. 

Then we will try to work them out to the best of our ability, bearing 
in mind, of course, that we are an independent agency and under the 
executive department of government and we have certain rules and 
regulations that we must follow. 

Mr. Epmonpson. Right. 

You will be contacted by the staff with reference to a future date 
and subject to the call of the Chair the committee stands adjourned. 

(Thereupon, at 4:10 p. m., the committee recessed, to reconvene 
subject to the call of the Chair.) 





VETERANS’ HOUSING PROGRAM 


FRIDAY, FEBRUARY 3, 1956 


Howse or REPRESENTATIVES, 
CoMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D. C. 

The committee met at 10:05 a. m., pursuant to call, in the committee 
room of the House Committee on Veterans’ Affairs, Hon. Olin E. 
Teague (chairman) presiding. 

The Cuarmman. The committee will come to order. 

We will hear from you first this morning, Mr. Ferguson. Would 
you state your full name, your address, and your occupation ? 


STATEMENT OF EGBERT R. FERGUSON, JR., ATTORNEY, NATIONAL 
COUNCIL OF APPRAISERS AND INSPECTORS 


Mr. Frereuson. My name is Egbert R. Ferguson, Jr. Iam a member 
of the District of Columbia bar, and I am attorney for the National 
Council of Appraisers and Inspectors. This is an association incor- 
porated in Delaware, and it is made up primarily of fee appraisers and 
inspectors, almost all of whom have been very active for a number 
of years in the home loan guaranty program. Many of our members 
are also members of the older and well-recognized professional or- 
ganizations such as the SRA, ATREA, and ASA. 

Although the purpose of every professional organization is to pro- 
tect and further the best interests of the entire profession, and thereby 
benefit the individual members of the profession, I wish to state at 
the outset, that as far as NCAT is concerned, we have always consid- 
ered that the home-loan guaranty program was designed by Congress 
to give certain benefits to the veterans and that any other persons or 
groups of persons that are essentially related to the program should 
benefit only in a collateral way and never in a manner or to an extent 
that would prevent the veteran from receiving the full measure of 
benefit to which he is entitled. 

In speaking of other persons or groups essentially related to the 
program, I mean the fee appraisers and inspectors, the home builders, 
the land planners and developers, and the lenders. Naturally, the VA, 
being the agency charged with the administration of the program, has 
a very essential relationship to it. 

Of all the outside groups mentioned above, we have always felt 
that the fee appraisers and inspectors have been in a most strategic 
position from which to assure that the veteran home purchaser gets 
a dollar’s value for a dollar paid. 

Consequently, their responsibility is great, and when there is a 
failure on the part of an individual, due to his own fault, or a failure 
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on the part of an individual, due to the lack of cooperation and help 
from the agency by which he is assigned to his duties, the veteran 
suffers. 

Let me emphasize that it is not my purpose to attempt to excuse 
the sins of omission or commission of which a number of fee appraisers 
and inspectors have been guilty, but rather to explain the various ways 
in which we have tried to devise a workable method for controlling the 
element among the appraisers and inspectors that has been guilty of 
irregularities, and to see to it that the reputable and sincere fee per- 
sonnel are given the proper standards, guides, assistance, and coopera- 
tion to enable them to carry out their prime function of assuring that 
the veteran gets a fair deal. We truly believe that the dishonest, self- 
seeking members of the profession are a small minority. And, I can 
assure you that the great majority of the men engaged in this work 
want that minority eliminated from the program. This cannot. be 
done without the full cooperation of VA. Furthermore a great number 
of other problems that have beset and hindered the home-loan guar- 
anty program cannot be solved without the full and willing coopera- 
tion of VA. 

Proceeding upon the premise that the fee appraisers and inspectors 
have a great responsibility to the veteran, and in large measure it is 
upon them that the success of the whole program depends, we asked 
members of our organization to give careful thought to the reasons 
underlying the obviously inefficient manner in which the program has 
operated for a number of years. We also sought advice from others 
in the profession who are eminently qualified. 

At first glance it may seem that the recommendations that came 
from this consideration are self-serving to the fee appraisers and in- 
spectors, but with a more careful study of the recommendations it 
can be seen that they go to the heart of the relations of the appraisers 
and inspectors with the VA, that they have been advanced in a spirit 
of sincere cooperation and not with the thought of attempting to 
dictate policy to VA, but with the honest desire to point out to VA, 
from a vast experience of collective thinking, wherein the program 
could be improved if the advice and recommendations of the apprais- 
ers and inspectors were carefully weighed. We were convinced that 
only through actual close cooperation of all concerned with the pro- 
gram could it hope to operate as it was intended. 

We submitted certain recommendations to the Administrator of 
Veterans’ Affairs, asking only for the opportunity to discuss the rec- 
omendations with the hope that through an exchange of ideas with 
the home loan guaranty staff some improvements could be effected. 
We were quite bluntly rebuffed and in effect told to mind our own 
business. We would like to believe that our offer of assistance was 
misunderstood rather than that it was arbitrarily rejected. 

The Cuatrman. Bert, I would like to ask a question there. That is 
a rather serious charge. Who are the personnel involved? Was it 
the Administrator? Was it Mr. Sweeney? Was it Mr. Stone? 

Mr. Ferevson. The letter was directed to Mr. Harvey Higley, the 
Administrator, and I have here the reply which we received. 

The Cuarrman. Can those be put in the record ¢ 

Mr. Frreuson. Yes, sir. 

The Cuarrman. We would like to have them. 
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Mr. Fereuson. And with your permission, I would like to read 
them. Both letters are quite brief. 

Our letter of August 18, 1955, to the Administrator of Veterans’ 
Affairs, is as follows: 

Aveust 18, 1955. 
Mr. Harvey V. HIGLEY, 
Administrator for Veterans’ Affairs, 
Veterans’ Administration, Washington, D. C. 

Dear Mr. Hietey: During the past year we have asked our members to give 
intelligent and serious thought to the various problems that are germane to 
the home loan guaranty program and to the manner in which these problems 
could be solved to the benefit of the veteran home buyer, the Veterans’ Adminis- 
tration, and the fee appraisers and compliance inspectors working in connection 
with the program. We are writing to you to outline certain conclusions that 
have been reached and to offer whatever assistance we may be able to give. 

The National Council of Appraisers and Inspectors, Inc., is a nonprofit organi- 
zation incorporated under the laws of Delaware, whose membership, drawn 
from 35 States and the District of Columbia at the present time, is composed 
primarily of the fee appraisers and compliance inspectors engaged in work 
connected with the home loan guaranty program. Being in daily contact with 
this program, our members are vitally interested in seeing that this program 
is operated with the greatest degree of cooperation between the staff of the 
home loan guaranty program and the fee appraisers and inspectors to the end 
that the basic objectives of the program will be accomplished. 

It is our sincere conviction that it would be most beneficial to the Veterans’ 
Administration if you would authorize the establishment of a committee com- 
posed of members of the staff of the home loan guaranty program and members 
of NCAI to work together to determine what the problems are that affect the 
program and to recommend solutions to these problems for your consideration. 

As a starting point we would like to enumerate certain items that could be 
the first subjects for study by the committee. It is our considered opinion that 
the program will be improved, the work of the VA will be simplified, the apprais- 
ers and inspectors will be enabled to perform their functions more efficiently 
and, above all, the veteran home buyer will benefit greatly by the joint discussion 
of the following subjects: 

1. The raising of pay grades for the VA personnel in the home loan guaranty 
program, where necessary, so that they will be equal to grades established for 
other positions in the Federal service of comparable responsibility. Some of 
the present pay grades are demoralizing to the program and often preclude the 
employment of qualified persons which results in a high rate of turnover in 
certain jobs where continuity of performance is essential. 

2. A thorough study should be made of the subject of limiting the earnings of 
appraisers and inspectors to an arbitrary maximum. This is having a di» 
astrous effect upon the quality of appraisals and inspections in many parts 
of the country. 
































The Cuarrman. Bert, may I ask you some questions there? Why 
did the VA put a limit on this? Do you have any idea? 

Mr. Fercuson. Yes, sir. At one time the earnings of the individual 
appraisers were considered to be too high for an individual man, based 
on the assumption that he could only perform so much work. 

The Cuairman. I understood the reason to be that so many of the 
appraisers just drove down the street, with houses on both sides, and 
that was the extent of the appraisal, and that obviously with the 
amount of money he was drawing he couldn’t possibly have inspected 
the houses; that that was the reason for a limit being placed on it; that 
trying to deter it or slow it up was for the purpose of getting a rea- 
sonable number of inspections made. 

Mr. Fercvson. That was one of the reasons, Mr. Chairman; no 
question about it. But in talking to many of the men who have been 
fee appraisers and inspectors for years, not only with the Veterans’ 
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Administration but in outside capacities, they felt that that was not 
really a justifiable basis on which to limit the earnings. 

There were many reasons that they advanced. No. 1, that the good 
and well qualified men who knew what they were doing were having to 
do the work of the new inspector or appraiser brought i in. Where the 
workload was of such a nature that they had to bring i in additional 
men to keep within the limitation, the net effect was that the old men 
who were qualified were still doing the work for the men newly 
assigned to the program. 

There are many facets of it, Mr. Chairman, and it is something 
which actually would have to be ironed out in a full discussion with 
the people that are involved. 

That is why we raise the question and ask, among other things, that 
this be a point to be given full consideration. However, Mr. Chair- 
man, we ask only to act in an advisory capacity. In other words, 
the recommendations that would be made would be merely recom- 
mendations and suggestions for the VA’s consideration. If they 
felt that they had no merit, they could reject them without any fur- 
ther discussion of the matter. 

But some of the men who, in my opinion, are head and shoulders 
above many of the fee inspectors and appraisers, felt it was having a 
very bad effect. Many of them were thinking of resigning and staying 
on only through a sense of patriotic duty. 

But there again, Mr. Chairman, as I say, there is so much involved 
in it that it should be made the subject of a full discussion among all 
the people involved. 


8. A different technique for applying MPR’s in the inspection procedures 
should be employed. Qualified experts who have devised inspection procedures 
for the various Federal agencies could be called upon for advice. 

(a) The contemplated inspection procedure would anticipate the use of a 
statistical inspection rating system involving classifications of both major and 
minor defects in construction in lieu of the 100-percent inspection objective 
now in force, which appears to be impractical and impossible to achieve. This 
procedure should be similar to that used in inspecting ammunition, drugs, and 
all the other items for which it has been applied, standardized, and accepted 
by almost every department of the Government to date. 

(b) The checking and rating of construction jobs by staff personnel as a 
check on builders, inspectors, and appraisers would follow the same inspection 
procedure rather than the purely negative reporting technique now employed. 

4. A system for employing appraisers and inspectors on a contract basis 
should be used, much the same as the service of architects and engineers are 
obtained. A definite procedure for initially obtaining the services of appraisers 
and inspectors and of terminating such services should be established. The 
present use of the term “suspension” should be discontinued except where 
criminal acts are involved. 

5. It appears that there is no unformity throughout the country in the schedule 
of fees paid to appraisers and inspectors. There may be a good reason for 
this hut none is apparent. A study should be made of the entire fee structure. 

The administrative instructions affecting the performance of appraisal 
and inspection functions should be more effectively disseminated to appraisers 


and inspectors so that at all times they will have knowledge of current 
requirements. 


The Cramman. Are you familiar with some situations around 
the country where judges have appointed grand juries and have 
looked into this thing? Take the Columbus, Ohio, situation, for 
example. I am not a ‘lawyer, but it is just as obvious as the nose on 
your face to me, that the inspectors and appraisers there were wrong. 
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And yet the grand jury says there is nothing wrong with it. Don't 
you think the Administrator should have a right to do something 
about that when he sees there is something wrong ? 

Mr. Ferauson. I certainly do, Mr. Chairman. And I don’t want 
to give the opinion that I am attempting to whitewash appraisers or 
inspectors. ‘There have been many, many cases of irregularities. It 
has been a disgrace to the program in many cases. And the men 
who are the reputable men in the profession are very sincerely con- 
cerned with it. It has given them a tremendous black eye. It has 
ruined the reputation of the profession in many parts of the country. 
And they feel, there again, that it is a problem that they would 
like to see solved through a mutual discussion by everyone involved. 

There are great numbers of men in the profession, Mr. Chairman, 
who are not members of any of the organizations, ours or others. They 
feel that without the help of the VA in getting at this problem of 
self-policing, they can’t accomplish what they want to accomplish. 
I think the next point refers to this: 

7. A determination should be made of the most effective means of bringing 
about “self-policing” to prevent abuses by individual appraisers and inspectors 
and to keep the standards of integrity and performance at the highest level 
possible. 

The Cuarrman. Do you know whether this organization has ever 
on their own expelled or suspended anybody from their organization, 
where some action has not been taken prior to that taken by the VA, 
or conviction by a court, or something of that nature? 

Mr. Frercuson. We have not expelled anyone. Our membership is 
very small compared with the American Institute, the Society of 
Residential Appraisers, and the others. And we have asked the staff 
of your committee to supply us with the names of any appraisers ‘or 
inspectors who are involved in irregularities as uncovered by your 
investigations. We have checked those through, and fortunately 
none of them have been members of our organization. Some have 
been members of some of the others, and it is my understanding that 
the others, at least in some cases, have expelled those men. 

The Cuarrman. Can one of the staff members tell me whether this 
man in El Paso belonged to this organization or not? 

Srarr Drrecror. He did not belong to this organization. He be- 
longed to the American Institute of Appraisers, which is at least the 
best known, and they have since expelled him. 

The Cuarrman. They expelled him after there was no possibility 
of doing anything else. 

Srarr Direcror. Oh, yes. After the situation was a year old. 

Mr. Fereuson. It is a situation, Mr. Chairman, where there is no 
question about the fact that there have been many cases of misconduct. 
And it is something that in my opinion has to be ironed out. It can- 
not be done, I don’t think, by the appraisal organizations themselves 
or by the VA alone. It has to be a mutual project. 

In the last paragraph we merely say : 

We number among our members some of the outstanding men in the appraisal 
profession, many of whom are members of other professional appraisal organiza- 


tions. It is our desire to help the Veterans’ Administration to implement and 
improve the home-loan guaranty program, We have no wish to dictaté policy 
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but will welcome the chance to be a part of a joint advisory committee. We will 
appreciate the opportunity of discussing the matters set forth in this letter with 
you personally or with your designated representatives. 
Sincerely yours, 
NATIONAL COUNCIL OF APPRAISERS 
AND INSPECTORS, INC., 
By E. R. Ferauson, Jr., Counsel. 


In reply to that, Mr. Chairman, we received a letter dated November 
2, 1955, from Mr. Harvey V. Higley. 

The Cuarrman. November 2? 

Mr. Frereuson. Yes, sir. 

The CHairman. And this letter is dated August 18 ? 


Mr. Frrcuson. Our letter was dated August 18, and the reply was 
November 2. 


VETERANS’ ADMINISTRATION, 
Washington, D. C., November 2, 1955. 
Mr. E. R. FerGuson, Jr., 
Counsel, National Council of Appraisers and Inspectors, Inc., 
913 Dupont Circle Building, 
Washington, D. C. 


leAR MR. FERGUSON: It is our opinion that the objectives of your organization 
are laudatory and should be of benefit to the appraisers and compliance inspectors 
who are employed on a fee basis by this Administration; however, we are not 
disposed to designate staff employees to work exclusively with any one organiza- 
tion. Fee personnel must be independent contractors whose dealings with this 
Administration are on an individual and not a collective basis. We employ the 
individual because of his peculiar qualifications for the services desired and look 
to him as an individual and consider him personally responsible for the quality 
of service rendered to us. We are quite sure that the relationship of fee person- 
nel with the staff of the Administration is excellent and cooperative to the fullest 
extent, but we will not permit any organization to dominate either our fee or 
salaried personnel and will not transact any of our business with fee personnel 
through an organization. These contacts must remain personal. We, of course, 
welcome and solicit any assistance your organization or any other professional 
group can and will give to us. In return we will continue to render a like 
service to the members of such organizations. 

In respect to the specific suggestions included in your letter of August 18, 
I wish to make the following comments: 

1. We have been successful in raising the grades of a number of positions in 
loan guaranty and will continue to make such changes when in our opinion they 
are justified. 

2. We do not agree that the limitations on earnings of appraisers and inspectors 
is having a disastrous effect upon the quality of appraisals and inspections, and 
if such is true it is an indictment against the individuals participating in this 
actvity, not the policy of this Administration. Some thought has been given to 
increasing the maximum limitations for inspectors, but we are firmly convinced 
that the limitations with respect to appraisal fees will not be changed, since it is 
our desire to attract to this program the best qualified appraisers in the pro- 
fession, men who will not be working exclusively for us, but who are actively 
engaged in the business of rendering service to other clients. It is our opinion 
that a fee appraiser who only has one client may be limited to that client due 
to the fact that he is not recognized as top quality in his community. 

3. No change is contemplated in our present inspection procedure, since the 
law under which we are operating requires a very meticulous inspection which 
we do not agree is impractical or impossible to achieve. Your statement with 
respect to the negative reporting now employed is not understood. 

4. We now have and have had for a number of years a system for employ- 
ing both appraisers and inspectors on a contract basis. 

5. There is no uniformity throughout the country with respect to appraisal 
fees and we do not intend that there shall be. Appraisal fees vary from loca- 
tion to. location in private business as well as in our activity. Our fees are 
based upon those customary in the area involved. There is a uniformity with 
respect to inspection fees. 
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6. We would welcome information with respect to lack of proper dissemina- 
tion of this type of information. 
7. We assume that the various appraisal organizations will require their 
membership to comply with the ethics of the appraisal profession. 
Any suggestions you wish to make from time to time will be welcome and 
will be given full consideration. 


Sincerely yours, 
H. V. Hieiey, Administrator. 

Mr. Chairman, we had seen, through the testimony of the top men 
in the profession in all the various parts of the country, that there 
was something wrong, and we merely were hopeful that there was 
some improvement which could be made in the home loan guaranty 
program. And we felt that the only way that it could be done was 
through a cooperative effort. 

And I think it is only commonsense to realize that no matter what 
the program is that is involved, if you have a full and close coopera- 
tion of all those concerned with the program, it is going to be a 
better program. 

That was all that we were asking. We were setting out specific 
things which, through the collective experience of these men through- 
out the country, were considered to be the major problems. And 
they were not problems peculiar to only one locality. In other words, 
they existed in Houston. They existed in Boston, Mass., San An- 
tonio, Cleveland, Columbus. They existed in California and in all of 
the States. These were the problems, these were the basic things 
which these men felt were having a very detrimental effect upon the 
bh and if permitted to continue without hav ing some solution 

ached by the Veterans’ Administration, not by these men, could ruin 
the program. Again I want to impress upon you that we had no 
hope of trying to make or dictate policy. We merely wanted to show 
what we felt were the prime evils existing in the program, make 
suggestions as to the means of correcting them, and then let the Vet- 
erans’ Administration accept or reject them. That was the basis 
of the entire thinking. 

The Cuamman. Would this organization take each of these points 
and give this committee a complet e report on each point they made, 
what they had in mind? 

Mr. Fercuson. Yes, sir. 

The CuarrMan. We would certainly appreciate having it. 

Mr. Frercuson. We would be very delighted to do that. 

(The material referred to follows :) 

Upon the receipt of Mr. Higley’s letter it was incumbent upon me to inform 
our officers and certain of our members of the contents thereof and to comment 
upon them briefly. I prefaced my comments with the statement that I felt that 
VA had missed entirely the point of our communication. 

The substance of the specific comments we made to Mr. Higley’s reply are 
as follows: 

“If they are not disposed to designate staff employees to work exclusively 
with any one organization would they be willing to designate a committee, 
composed of staff employees, to work as members of an advisory committee 
composed of them, and members of SRA, AIREA, NCATI and ASA? Industry 
advisory committees worked quite satisfactorily during War II and the Korean 
conflict. Besides, by designating members of the staff to serve on such a com- 


mittee it does not follow that such members would be working ‘exclusively’ 
with the committee. 
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“If such a committee functioned it would not detract from the fact that fee 
personnel are independent contractors whose dealings would still be on an in- 
dividual basis. 

“I may be wrong, but I doubt that the relationship of the fee personnel with 
the VA staff, considered nationally, is excellent and cooperative. 

“We have no intention of having any organization dominate fee or salaried 
personnel and do not ask that VA business with fee personnel be transacted 
through any organization. 

“What is the assistance they welcome and solicit and what like service do 
they render?” 

The following specific comments were made to the numbered paragraphs of 
Mr. Higley’s letter. . 

Paragraph (1) : ‘Perhaps they are right ; I doubt it.” 

Elaborating upon this point let me refer to a recommendation made in the 
report of the Select Committee To Investigate Educational, Training and Loan 
Guaranty Programs Under GI Bill dated September 8, 1952: 

“2. The Congress, the Veterans’ Administration, and the Civil Service Com- 
mission should support a program which will provide adequate civil-service 
ratings and appropriations sufficient to attract competent professional em- 
ployees in the fields of appraisal land planning, and architectural design. The 
Veterans’ Administration should intensify supervision of its appraisal and 
compliance inspection systems.” 

Paragraph (2): “They do not agree. They do not agree with any observa- 
tions that are made with which they do not care to agree, and yet they refuse 
to sit down and talk over the various points such as this, that require dis- 
cussion. For example, the group of well qualified men in Houston could explain 
where their analysis of the problem is wrong.” 

Elaborating on this point, I am certain that if VA could have seen fit to hear 
the opinions of men well qualified to speak on this subject, men who continued 
to act as VA appraisers and inspectors only out of a sense of duty and not 
because of the fees earned, they would have been convinced that the objectives 
of TB4A-111 were being defeated by the limitation on earnings and that in 
many parts of the country it was having a very detrimental effect on the pro- 
gram. 

I do also want to point out that this $1,000 a month limitation is based on 
gross amount of fees. The majority of well-qualified fee men have heavy over- 
head in the way of office space, clerical help, duplicating equipment, subscrip- 
tions, automobile, and the many other items of expense incurred in conducting 
a private business. These men do outside work, realizing that they have to in 
order to keep abreast of current trends and thereby do a proper job in their VA 
work. But the conscientious fee man spends a majority of his time on VA work 
because of the requirements it imposes. I would like also to point out that 
TB4A-111 was issued September 17, 1951, and that paragraph 4 thereof, dealing 
with control of fees, recites that they are controlled by Office of Price Stabiliza- 
tion Ceiling Price Regulation 34 and states that charges in excess of such ceilings 
cannot he anproved by VA during the time ceiling price regulations 34 continues 
to be in force. 

Paragraph (3): “Once again they do not agree and yet will not sit down and 
listen to the reasoning behind the suggestions.” 

Paragraph (4): “They beg the question on this one and made no comment 
regarding the use of the term ‘suspension.’ ” 

Paragraph (5): “This they answer quite categorically. However, it was my 
information that there was not uniformity of inspection fees either.” 

Elaborating on this paragraph it should be pointed out that the fee for an 
inspection in Baltimore is $5, in the District of Columbia it is $7.50. 

While we did not specifically raise the question of increasing fees we did say 
that a study should be made of the entire fee structure. We had been asked 
repeatedly by our members if there was some way that the subject could be 
discussed in an intelligent and impartial manner with VA. 

TB4A-14 established the formula for determining fees that are allowed today. 
This TB was issued November 5, 1947, more than 8 years ago. The base fee for 
individual appraisals was set at $15, although adjustment of the base fee to 
conform to local practice in existence on November 5, 1947, was permitted. This 
accounts for variations throughout the country such as $15 in Baltimore, $20 in 
the District of Columbia, $20 in part of Massachusetts and $25 in other parts of 
that State. So-eaNed committee anpraisal fees were computed by a formula 
which used the $15 base fee as a foundation. 
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TB4A-77 covers inspection fees. This TB was issued March 31, 1950, more 
than 5 years ago. In this it is stated that a maximum fee of $5 per inspection 
is considered adequate, subject to modification for (@) number of properties to 
be inspected, and (b) traveling time and distance to the property.” 

It is not necessary to go into detail regarding the rising costs of commodities 
and services to which our economy has been subjected in the past 5 to 8 years. 
I believe that everyone has a full realization of this. The cost of constructing 
a house has increased by leaps and bounds in that period; Congress itself has 
faced up to the problem by giving pay raises to Federal employees, the last being 
in 1955. And yet we have appraisal fees and inspection fees at the same level 
they were as far back as 1947 and 1950. If VA would enter into a full discus- 
sion of this subject with the people involved, they might determine that for the 
good of the whole program it would be advisable to revise the base fee, or, of 
course, they might determine that such procedure was not necessary. But in any 
event, they would have had the benefit of information acquired from a discussion 
of all aspects of the matter. 

-aragraph (6): “This we could give to them in writing, but it would be much 
simpler to point out to them at an open discussion where their system for dis- 
seminating TB’s, etec., falls down.” 

Elaborating on this, we are informed by many sources, in various parts of 
the country, that it is weeks, even months at times, after the issuance of 
directives, letters, and so forth, which govern the fee appraisers and inspectors, 
before they have knowledge of them. I have always felt that there is grave doubt 
as to compliance with the provisions of the Federal Register Act, in not publish- 
ing this material in the Federal Register. 

Paragraph (7): “This, of course, is a big problem. But again, how much 
more would be gained by a cooperative, intelligent, and sincere discussion of 
the matter by representatives of VA and the various organizations. 

Elaborating, this is not achieved overnight and surely, if the various organiza- 
tions wish to work in cooperation with VA, the offer should not be lightly dis- 
carded. After all, many of the fee men engaged in the VA progranT are not 
members of any one of the organizations. 

I closed my comments with the following: 

“Perhaps I am not a realist and I am just dreaming, but I feel that the 
attitude of VA, as expressed in their reply. is indicative of the reasons for their 
inefficiency of administration. What in the world would they have to lose, if 
they are honestly interested in seeing the best possible administration of the 
program, by meeting with men who know what the defects are and who can offer 
some solutions. They do not have to accept the suggestions; they cannot be 
subjected to domination; all they can do is benefit from the advice of sincere 
and qualified men who know why and where the program is inadequate. I 
almost feel that a congressional committee would be responsive to hearing 
reasons advanced for the establishment of what | call an industry advisory 
committee for lack of a better name at the moment.” 

Getting back for just a moment to paragraph (7), self-policing. We were 
most anxious to have the opportunity of discussing this whole situation with 
VA because one thing that has always been a matter of grave concern to us is 
that wherever there is a serious subdivision failure, or even deficiencies in 
individual homes, invariably the blame is filtered down tothe inspector. In 
many instances this is justified; in many it is not. We thought that by an 
open discussion of this, ways and means could be devised to improve the whole 
system. There is no question but that construction, performed by a good builder, 
with adequate supervision during the entire course of the construction, actually 
requires a minimum of inspection. The three VA inspections are merely double- 
checks, and no amount of periodic inspection can be a substitute for proper 
supervision during all stages of construction. Unfortunately there are builders, 
in the minority in number I am sure, who are not good builders, who do not 
employ good supervisors, who try to use the VA compliance inspections as a 
substitute for supervision, and who, further, are of such mentality that they feel 
that because the majority of veterans are buying low-priced homes they have no 
right to expect good workmanship. 

We wanted, through close cooperation with VA, to make an attempt to cure 
the undesirable features of the inspection system. 

I have been told that a vivid example of the benefits to the program that flow 
from close cooperation between the fee men and the VA staff is the system in 
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use in the Wichita, Kans., office. There, once each week, the fee men meet with 
the home loan guaranty staff of the VA regional office, have Dutch dinner followed 
by a meeting at the VA office in which all problems are discussed fully and agree- 
ments reached as to the best course of procedure. 

Gentlemen, it is just good common sense to realize that the greater the degree 
of cooperation that exists among the various persons connected with any pro- 
gram, the better that program is going to function. 

Because as I say, if I may take a minute, a good many of the men 
in our organization have been in the field of appraising and inspecting 
for years, not just since the GI housing program came into being. 
Also, a good many of them have been very prominent in the well- 
recognized professional appraisal organizations, such as the Society 
of Residential Appraisers and the American Institute. And when T 
make the statement that many of these men have continued in this GI 
work out of a sense of real patriotic duty, I am not waving the flag. 
They have outside accounts from which they could make a very fine 
living without doing any of the GI work. But as to some of the men 
in Various areas, naming your own State, Mr. Chairman, I know I can 
name for you 5 or 6 men that have continued in this program solely 
from the standpoint that they felt that if they dropped out of it, 
being as well qulified as they were and knowing how the program had 
worked for years, it would be detrimental to the program. They 
stayed in it, because they knew that it is a profession that is new, and 
it is a profession in which there are not too many qualified persons, 
compared to the number that are engaged in the work. 

The Cuatrman. Mr. Ferguson, point No. 7 in Mr. Higley’s letter 
Says: 

We assume that the various appraisal organizations will require their mem- 
bership to comply with the ethics of the appraisal profession. 

Can you tell the committee whether or not this particular organiza- 
tion that you represent has a set of standards or ethics? Now, let me 
tell you what Imean. For example, this question: Should fee person- 
nel be permitted to own part of a land development and sell the land 
to developers and then appraise or inspect the property ¢ 

Let me give you one or two more, which will give you an idea of 
what I am talking about. Should a fee appraiser appraise a project 
and later accept exclusive rights for the homes? How about the 
ease of a land-planning firm which renders service to the builders 
and later accepts an assignment to appraise projects which involve 
architectural engineering or land-planning services by the firm in 
which the fee appraiser had an interest ¢ 

Mr. Frerauson. Yes, sir. Being a relatively new and small organ- 
ization, we have, as a matter of expedience, adopted the code of ethics 
of the Society of Residential Appraisers. 

The Cuatrman. Could we get a copy of that for the record, too? 

Mr. Feravson. Yes, sir. I will get you a copy for the record. 

(The material referred to follows :) 


COopDE OF ETHICS, SOCIETY OF RESIDENTIAL APPRAISERS 
PREAMBLE 


The relationship between the individuals of any group engaged in the same 
line of endeavor, and between the group as a whole and the public, can best be 
established by strict adherence to certain basic principles by the members of the 
group. Such principles, commonly known as ethics, are the self-imposed rules 
of conduct which express the ideals of the group. 
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The establishment of such principles is desirable regardless of the nature of 
the endeavor. It is necessary in those lines of endeavor which are classified 
as professional in character. Appraising, because of the nature of the work, is 
professional in character, so the establishment of certain principles to which 
those engaged in appraising should adhere is not only desirable, but necessary. 


1. DEFINITIONS 


(a) Property: All rights to the future benefits arising from ownership. 

(b) Value: The present worth of all future benefits. 

(c) Residential property: A building whose principal use is the provision of 
dwelling units for no more than four families. 

(d) Appraisal: An estimate of value based upon an individual’s best judg- 
ment and reasoning as a result of his experience and his study of a particular 
property upon which the estimate of value is made. 


2. FEES 





It is unethical for an appraiser 

(a) To accept an order to appraise a property if his employment or fee 
is contingent upon his supporting a predetermined conclusion. 

(b) To make his compensation contingent upon the amount of damages 
which may be decreed by the court deciding the issues from the exercise of 
the rights of eminent domain, or other similar issues. 


3. APPRAISAL REPORTS 


It is unethical for an appraiser to omit any of the following from his appraisal 
report— 

(a) A complete description of the property appraised. 

(b) A statement of any special assumptions upon which his appraisal has 
been based, for example: (1) the completion of projected public or private 
improvements; or (2) the validity of legal, engineering or auditing opinions 
used if he has reason to doubt them. 

(c) The date at which the value obtains. 

(d@) The amount of the value. 

(e) A statement of any present or contemplated future interest in the prop- 
erty appraised if the appraiser has such interest. 


4. PROFESSIONAL PRACTICE 


It is unethical for an appraiser 

(a) To conduct himself in any manner which will prejudice his professional 
status or the reputation of any appraisal organization with which he is con- 
nected. 

(b) To use the advantages of a salaried position to compete unfairly with 
other appraisers. 

(c) To injure falsely or maliciously, directly or indirectly, the professional 
reputation, prospects, or business of any other appraiser. 

(d) To attempt to supplant another appraiser after definite steps have been 
taken toward the employment of the appraiser. 

(e) To compete with another appraiser on the basis of professional charges 
by reducing his usual charge, and in this manner attempting to underbid after 
having been informed of the charges named by another appraiser. 

(f) To reveal in any way, before he has been permitted to do so by his client 
or by due process of law, that he has been employed to make an appraisal or 
after making the appraisal to disclose any of the conclusions at which he has 
arrived. 

(g) To issue a separate appraisal report when another appraiser assigned 
to appraise the same property has had a part in the formation of the opinion 
on value. 

Adopted by the board of governors July 23, 1945, Chicago. 





Mr. Fercuson. In regard to the point you mention, that has defi- 
nitely been of concern to us. The way we look at. that is this: Even 
though the appraisers and inspectors are required, in their certifica- 
tions, to state that they do not have any interest, either present or 
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prospective, in the property or in the applicant, and so forth, no- 
where in the instructions on the form, and nowhere in the regulations, 
is there any definition of what “interest” means. In other words, 
the appraisers are more or less in the dark as to what types of 
conflict of interest would be involved. 

We also have discussed informally, in conjunction with representa- 
tives of the other societies, a method of either changing that certifi- 
cation or defining just exactly and specifically what “conflict of 
interest” means, and then giving the fee appraisers and inspectors 
either general instructions as to how they are to conduct themselves, 
where the 'y feel that there might be any possibility of a conflict, or 
actually in each case requiring them to come in and report any inter- 





awa 


ests they might have in outside activities with builders, lenders, land to tl 
planners, and so forth, because we have recognized the problem, Mr. fun 
Chairman, and we feel that it is a situation which has permitted N 
many of these irregularities and cases of misconduct to arise. In une 
my opinion, and in ‘the opinion of our officers and most of the mem- that 
bers, you can’t have a man actively engaged in home building, land NV 
planning, engineering, and also doing appraising and inspecting, T 
Ww iy 8 he is going to definitely benefit from the results of his appraisal case 
r inspection. N 
“Tt is one of the things which does need clarification and needs iron- nes: 
ing out, d 
There again, it is a subject which I am certain could be solved Mr. 
very readily and very satisfactorily through a mutual approach to rea: 
it on the part of the appraisers and inspectors and the members of alm 
the Veterans’ Administration. nit? 
Mr. Kearney. Mr. Chairman, has the gentleman any information the 
as to how many of those cases his organization found out ? 100 
The Cuatrman. Do you understand the question ? pre 
Mr. Fercuson. Yes, sir. anc 
No, Mr. Kearney, we do not. We know that it exists. We actually to | 
have made no real attempt to determine as far as our own members an. 
are concerned wherein they would have any conflicts of interest. We I 
have hoped to approach the situation, as I say, as one of the points sol 
of discussion, if we could have any sort of advisory committee estab- ests 
lished to consider all the points that we think require mutual solution ap] 
and discussion. has 
Mr. Kearney. When was your organization established ? ' ant 
Mr. Frerevson. It was incorporated in November of 1954. It is cas 
a Delaware corporation, a nonprofit association. ma 
Mr. Krarney. How many members do you have? shc 
Mr. Ferevson. As of last year. which was the first year of incorpo- 7 
rated activity, we had about 260 members. ass 
Mr. Kearney. That is throughout the United States? ’ 
Mr. Ferauson. Yes, sir. That membership was derived from 38 einl 
States. cia 
The CuarrMan. Thirty-eight States ? wh 
Mr. Frreuson. Yes, sir. Now, of course, I think the Society of oni 
Residential Appraisers has some 7,000 members and the American ' 
Institute I assume a similar number. ; fre 
Mr. Kearney. The reason I asked that question: I would like to i. 
know if you have pinpointed any practices on the part of these ap- Al 
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= There are some intimations that this has been going on. I 
yas wondering if you have any concrete evidence in the m: atter. 

Mr. Frrcuson. We don’t at the moment, Mr. Kearney. But I am 
sure we could, working with other organizations, probably uncover it. 
Or at least, let me put it this w ay: We could determine from the mem- 
berships how many of these members do engage in these outside activi- 
ties which could create a conflict of interest with their appraisal or 
inspection functions. 

Mr. Kearney. In other words, that is a kind of an unethical business 
to be engaged in, on the part of these appraisers; is that not so? 

Mr. Frercuson. I would think so, basically, if they were obviously 
aware that they were acting in a manner which was really detrimental 
to the best interests of the veteran through their appraisal or inspection 
functions. 

Mr. Kearney. What I am getting at is this: Knowing that it is an 
unethical situation there, isn’t it rather strange, in a way, to intimate 
that these things do happen, but we have no proof about it? 

Mr. Fercuson. I think there is proof, sir. 

The Cuarrman. I think the committee has plenty of proof, in many 
cases. 

Mr. Kearney. I know we have proof here. I mean as far as the wit- 
ness is concerned in his organization. 

Mr. Frerauson. You see, one of the great troubles seems to be this, 
Mr. Kearney: No. 1, you can’t eliminate it entirely, because of this 
reason. In many of your rural communities, it is a situation that 
almost has to exist. The appraiser- inspector in the smaller commu- 
nity naturally, by background and experience, has been tied up with 
the real-estate business. And in such cases it can’t just be eliminated 
100 percent. What is required is a thorough consideration of the 
problem, and then a definition of what amounts to a conflict of interest, 
and then the establishment of any exceptions which might be necessary 
to be made to the general proposition that you cannot be engaged in 
an activity which ec onflicts with your appraisal or inspection functions. 

I don’t think it is susceptible of a generalization and cannot be 
solved by just saying, “No man that has : any connection with the real- 
estate business, engineering, land planning, and so forth, can be an 
appraiser or inspector for the Government.” I think it more or less 
has to be a specific statement of what amounts to a conflict of interest, 
and determine in which cases exceptions should be made. But in all 
cases the Veterans’ Administration should be fully informed of the 
man’s activities. The man should have to either report them, or there 
should be some procedure for obtaining the information from him. 

Mr. Weaver. You mentioned you had a code of ethics for your 
association. Generally, what does that ae of ethics include? 

Mr. Frercuson. Generally, sir, it is almost, you might say, like the 
code of ethics of the American Medical Association, or the bar asso- 
ciation. Generally, you “just shall do nothing which is wrong, or 
which affects the integrity of you as an appraiser or inspector.” Of 
course, the actual provisions of the code are quite specific. 

The Society of Residential Appraisers code covers many points, but 
frankly, am not sure whether it cover points of this nature. But I 
do recall, I believe it was in November or December, when Mr. Neville 
Allison, from Houston, Tex., and I discussed informally with Mr. 
Jenkins of your staff some manner of arriving at either a form of 





he ea 


2144 LOAN PROGRAMS OF THE VETERANS’ ADMINISTRATION 


certification, a revision of the code of ethics, or other means whereby Dev 
we would have a sound basis on which to combat this conflict of is de 
iiterest business. coul 
It is a situation—and I hate to be repetitious, but actually it is a does 
situation, which, like many other situations, is only going to be cured spec 
through some sort of mutual approach to the problems that are mig 
involved by the men who are engaged in the appraisal and inspection M 
activities and the men in the Veterans’ Administration, and, prefer- deve 
ably, the members of the staff of this committee also. Because it is a betv 
problem which in my opinion cannot be solved, fully and satisfactorily whe 
solved, by any one of the groups who are connected with the program. now 
Mr. Kearney. I agree with the gentleman. That is true. As an you 
attorney, | know we have certain codes of ethics we are supposed to to ¢ 
follow, but there are many lawyers who don’t follow those codes. by t 
Mr. Frereauson. That is right, sir. And as a matter of fact, un- seal 
fortunately, the grievance committees do not wield the big stick that desi 
they should. The appraisal profession is much younger than the law pers 
or medical professions, and the sincere men in it are trying to hoist I 
themselves by their own bootstraps, which they can do it over a mak 
period of time, and which they can do much more quickly with the M 
help of the people they need help from. con 
Mr. Avery. Mr. Ferguson, I believe I heard you say awhile ago has 
that in the case of a conflict of interest you had suggested or recom- thei 
mended that these men come in and discuss their individual case as \ 
to whether there was a conflict. Now, it is a little ambiguous. By ver, 
No. 1 men, do you mean appraisers and inspectors ¢ spec 
Mr. Fercuson. Yes, sir. pan 
Mr. Avery. No. 2, where did you suggest they come in to? You and 
mean come in and discuss it with the VA as to whether there was a per 
conflict in their own individual case? Or did you mean to discuss it thin 
with your organization to make this determination. on | 
Mr. Fercuson. Let me put it this way. I would say, No. 1, to dis- \ 
cuss it with the VA, so that VA would be aware of the possibility of hav 
conflict. And, secondly, I hadn’t thought of it in that light, but the 
perhaps it would be something which the various organizations could fori 
very well undertake, to make a determination from their members of J 
whether or not there could be a possibility of conflict. file 
Mr. Avery. Basically and philosophically, I agree with you. Asa ] 
practical matter of administration, you mentioned rural communities, 4 
and I certainly live in one. I am wondering, from an administrative it F 
standpoint, if you could have every inspector coming into—what rea 
would you think? A regional office? Was that what you had in peel 
mind? ; Wi 
Mr. Frreuson. Yes, sir. Or perhaps a solution to it would be for 1 
the Veterans’ Administration to prescribe a form in which they would y 
call for complete information as to all activities of the man engaged ) 
in the appraisal and inspection functions with them and require them pra 
to continuously revise that form as their activities change. So that not 
VA would know that they were associated with specific persons and } 
activities. off! 
A man, of course, can put on a form “real-estate business, 1954-55,” nec 
and so forth, showing his experience and background. But, unless he me 


lists on there that he is a 30-percent stockholder, for example, in Land 


enc 











LOAN PROGRAMS OF THE VETERANS’ ADMINISTRATION 2145 


Development, Inc., and that the 70-percent stockholder is a man who 
is doing a lot of land developing relating to the GI program, then of 
course the mere statement that he is a real-estate man with experience 
doesn’t mean anything. It is something that has got to have the very 
specific information, showing the actual monetary interest that a man 
might have in any of these related activities. 

Mr. Avery. It would appear to me it would be kind of difficult to 
develop a form on that, because of the different situations existing 
between the metropolitan area as compared to a rural section some- 
where. We can’t hardly have a very concrete form and say, “Well, 
now, since you live out here in Kansas, that is all right. Although 
you have an interest, from a matter of necessity we are going to have 
to clear you on this, because we haven’t anybody else to do it”; and 
by the same token, move over into a metropolitan area on the eastern 

seaboard, here, and say, “Well, now, you are out, because you have 
denaiieied on this form that you are disqualified because of your 
personal interest in this thing.” 

I am not getting any clear picture as to just how we are going to 
make this determination. 

Mr. Frrcuson. Well, frankly, Mr. Avery, I haven’t reached any 
concrete conclusion, myself. But again I think it is something that 
has to be ironed out between the appraisers and the VA, because it is 
their joint responsibility. 

Mr. Epmonpson. Would not the gentleman agree that it would be 
very desirable information for the VA to have on file as to these in- 
spectors and appraisers, a list of any firms or partnerships or com- 
panies dealing in real estate or in land development, or in engineering 
and architectural services with which they were connected, and their 
percentage of ownership or interest in each of those? Don’t you 
think that information would be very desirable for the VA to have 
on file as to the people in the inspector and appraiser fields? 

Mr. Avery. Do you not think, Mr. Edmondson, you are going to 
have to leave the final interpret: ition and decision to the VA? Because 
the more we get into this, the more we realize we cannot set up a 
formula that is going to work in all areas. 

But I do agree that that should become a part of the permanent 
file of the VA. 

The Cuarrman. Any further questions ? 

Mr. Krarnry. Just one, following Mr. Avery’s thought there. Is 
it possible to obtain in any instance an appraiser who is either not a 
real-estate man, an insurance man engaged in real-estate operations, 
or an individual who has himself built homes from time to time? 
Where are you going to stop or begin ? 

The Cuairman. Or architects? 

Mr. Kearney. Or architects. 

Mr. Frrcuson. There are some who are purely and simply ap- 
praisers. I frankly don’t know whether they are in the minority or 
not. I am quite sure they are in the minority in the more rural area 

Mr. Kearney. I was just thinking that in my mind I do not aia 
offhand of an individual who is an appraiser who has not had con- 
nection with a real-estate man or had something to do with building 
houses. He is the only man you can get to appraise homes. 

Mr. Ferauson. I think that is true. At least part of their experi- 
ence has been connected with ene or the other of these activities. But 
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the real problem, I believe, is this: At the present time, do they have 
any such interest? Do they have an interest which would be a con- 
flicting interest, even though they have been associated with firms 
and builders in the past? Are they in the position at the present 
moment to gain anything financially, monetarily, from that past 
association ? 

I would say there is no question about it, that it is a serious problem. 
Your committee, through its investigations has uncovered innumer- 
able cases of this where it has been practically impossible, prior to the 
investigation, to determine whether these conflicts actually did exist. 

The Cuatrman. Bert, we are going to have to move on. As far as 
the committee is concerned, we would be glad to talk with your organ- 
ization. 

In the cases I have seen, at least 90 percent of them involve the 
inspector in some manner. 

Mr. Fereuson. That is the point, Mr. Chairman, and the appraisers 
and inspectors realize it fully. When there is a project failure, or 
trouble with an individual home, eventually the blame for it will filter 
down to the appraiser or inspector. In many cases it is justified. In 
many cases it isnot. AJ] that these men want to do is have the oppor- 
tunity to sit down and work out some procedure whereby they can 
better control the situation in their own organizations and, through 
their recommendations, hope that VA will adopt certain things which 
will better the program. And with your permission, sir, I will submit 
a full report on these various points you mentioned to the members of 
your staff. 

The Crarmman. Thank you very much. 

Mr. Epmonpson. May I say just one thing ? 

Mr. Ferguson, it does seem to me that on this question of conflict 
of interest there is one basic principle theory that should be apparent 

| without definition. That is a principle theory, I think, that is basic 
| in the practice of law. An attorney cannot represent two clients 
| whose interests may be adverse in a particular point where that adver- 
sity is going to enter into the picture. Now, very obviously an ap- 
praiser or an inspector engaged by the VA to appraise or inspect a 
particular piece of property could not inspect that property or could 
not appraise it if they were identified in any way with the person who 
| had built the property or who was selling the property, we stood to 
benefit from the appraisal. 

Now, I can see where there might be some fine points on this con- 
flict of interest that could be defined, but that basic principle theory 
should be pretty apparent to anybody, it seems to me. 

Mr. Fereuson. I don’t think there would be any difficulty at all, 
Mr. Edmondson, to prescribe and draw up a set of procedures to handle 
most of these situations. I think it ma be simplified and wouldn’t 
be too difficult a proposition. 

A final matter I wish to mention before closing, which in my opinion 
shows a total disregard for the rights of fee personnel connected with 
the program, with a consequent detrimental effect on the program as 
a whole, is the following case which I will present at this time in only 
the briefest form. A complete, detailed, and fully documented report 
has been submitted to the committee. 

Mr. Joseph R. Smith, of Dallas, Tex., a gentleman who is a veteran 
and who for years has been engaged in appraisal and inspection work, 
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was assigned by VA to a committee appraisal of a project known as 
Nichols Park, Irving, Tex., on August 21, 1953. He subsequently 
made the inspections of the houses. 

The project moved along satisfactorily until January or February 
of 1954, when cracks in the exterior brickwork began to appear. 
Smith reported this immediately to VA and requested that a field 
inspection be made by VA personnel to ascertain the cause and to 
recommend a cure. Instances of cracking occurred on into the sum- 
mer of 1954, and since it appeared that the cracking was due to a soil- 
movement condition, Smith recommended to VA that it was desirable 
to employ a competent, thoroughly qualified soil engineer, wen 
with local conditions, to make tests. The LGO in Dallas selected Wil- 
liam L. Cobb, consulting engineer from Dallas, to make the study. 
The tests were made during September of 1954. 

Mr. Cobb submitted a 30- -page report with exhibits. In substance it 
stated that the cracking was due to the movement of the foundation 
resulting from the changing moisture content of the bearing soil and 
that there was not at the present time a proven method of stabilizing 
an active clay soil in its original position. He further stated that the 
foundations had been constructed in accordance with plans and specifi- 

cations, For many years, in Dallas, it has been the policy of VA and 
FHA to require 10-inch piers to be carried to a change of soil and 
reamed or belled at the bottom. This continues to be an approved 
practice acceptable to FHA. 

Mr. Cobb read his entire report and discussed his findings with a 
group of homeowners, the VA manager, the LGO, the builder, Mr. 
Smith, and several other representatives of VA. Certain recom- 
mendations for correcting the situation were made to which the builder 
agreed willingly. 

Previously, on February 13, 1954, Smith had written to the LGO, 
asking for permission to sell pr operties financed with GI mortgage 
loans where he was not concerned in the appraisal or inspection of the 
property. The LGO had approved this request as of April 26, 1954. 
On October 28, 1954, a VA attorney called Smith and said he had a 
complaint from a builder that Smith was building and selling houses. 
Smith referred him to the letter of February 13, approved by the LGO 
April 26. On October 29, 1954, the LGO talked with Smith and told 
him he had no recollection of the letter. Smith sent him a photostatic 
copy which was delivered on November 1, 1954. Later that day the 
LGO called Smith and asked him to meet with him at his office on 
November 2. 

Smith met with him on November 2, discussed the letter generally, 
and as he was ready to leave a man walked into the LGO’s office who 
was introduced to Smith as C. R. Funk, from the Washington office 
of VA, who was in Dallas to investigate complaints made by veterans 
with regard to houses in Nichols Park. This was the first notice that 
Smith had received that a new investigation was being made. How- 
ever, Smith told him that the Nichols Park situation had been the 
cause of great concern and asked for suggestions as to the best method 
of repairing damage to the foundation from soil movement, and how 
it would be possible, due to a wide variation in soil condition in a single 
subdivision, to preclude a similar problem in the future. 
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Mr. Funk stated emphatically that in his opinion, soil movement 
had nothing whatsoever to do with the conditions in Nichols Park. 
Smith asked if the complete report of the soil expert had been made 
available to Funk. The LGO said that it had and also that studies 
upon soil movement and the resulting damage to foundations, pre- 
pared by Oklahoma A. and M. and the University of Texas, had been 
given to him. Funk repeated that soil conditions had nothing to do 
with the damage but that “it is just due to damn lousy construction.” 

Just as an aside at this point permit me to refer to an article from 
the November 12, 1955, issue of the Dallas Times Herald, entitled 
“Clay ‘Troublemaker, ” which was reprinted because of the numerous 
requests for it. 


CLay “TrROUBLEMAKER’—CRACKS IN WALLS NORMAL IN AREA 


Homeowners in Texas or anywhere else in the strip extending northward from 
the State into Canada might as well get used to hairline cracks in the walls of 
their houses, according to a civil engineering professor. 

Much of Texas is built on highly expansive clays that move up and down, 
according to the amount of moisture, explained Raymond F. Dawson, University 
of Texas faculty member, in a recent address to Dallas area engineers. 

The engineering professor noted that when the amount of rainfall follows a 
smooth pattern throughout the year, over a period of years, the expanding clay 
can’t do much harm. 

However, in areas subjected to long periods of no rain broken by sudden down- 
pours the clay may become unsettled, Mr. Dawson said. 

The engineer noted that in this area there is an outcropping of Eagle Ford 
shale that is a troublemaker. 

Regardless of how well built a house is, it is apt to develop cracks because the 
particular type of earth characteristic of this area is noted for its erpanding 
tendencies, he said. 

Homeowners, he said, call it “settling.” Actually it is probably a case of 
rising, “since generally the ground is dry when the house is built. When the 
rains come the ground expands upward and cracks appear in the brick.” 

There iswt must the homeowner can do about homes built on the expanding 
soil, he said. 

The cost of correction after the house is built is almost prohibitive, and such 
repairs as can be done for a fairly reasonable price probably will not be perma- 
nent. 

Cracks should not be filled in with mortar or other stiff material because it 
will break again when the next stress is applied. The same is true of bricks 
when new ones are put in. 

The engineer suggested a plastic calking compound as probably the best ma- 
terial with which to fill the cracks. 

Hairline cracks can be kept to a minimum in small, rectangular houses when 
a concrete foundation, heavily reinforced with steel, is used. 

So far as frame houses are concerned the expanding ground causes more in- 
convenience than actual damage. [Italics mine.] 

Smith declined to agree that the fault lay with the builders and at 
this a Funk stated that he had found numerous violations of the 
MPR’s. Throughout some 214 hours that followed, almost all of the 
charges 3 of viol: ations, alleged by Funk, were refuted by Smith in 1 of 
2 ways: (1) Funk was mistaken i in his understanding of the MPR’s 
and (2) while a deviation from MPR’s was involved it was permitted 
by the Dallas VA office and was customary throughout the area. 

At the conclusion of the conference Smith asked for two things: 

1. That Funk remain in Dallas longer and make a comprehensive i in- 

vestigation not only in Nichols Park but in other areas as well. 


>, That whatever report he made be made available to Smith for 
answer. 
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After the meeting adjourned, Smith asked the manager and LGO if 
they would authorize him immediately to put into force and effect 
the interpretation of MPR’s made by Funk. Smith was told by the 
GO that Funk was not in Dallas for the purpose of establishing 
policy and that neither he, the LGO, nor the manager was author ized 
to accept Funk’s interpretation of the MPR’s and that Smith should 
proceed to make inspections in the future exactly as he had in the past, 
without giving any consideration to the interpretations advanced by 
Funk. 

On November 19, 1954, the LGO told Smith that as the result of a 
report made by Mr. Funk, he had been instructed by the manager to 
remove Smith’s name from the panel of appraisers and inspectors. 

Smith told the LGO that while he had always considered it a privi- 
lege rather than a right to represent the Government on either a fee 
or salary basis, he was not inclined to be dealt with summarily because 
of ridiculous charges made by Funk, and that he would like a copy 
of Funk’s report and be given the opportunity to answer whatever 
charges were made against him. 

This request to see a copy of Funk’s report was subsequently made 
in writing on January 5, 1955, to the LGO: on January 27, 1955, to 
the LGO; on February 8, 1955, to Mr. Ralph H. Stone; on March 
10, 1955, to Mr. Stone; on March 25, 1955, to Mr. Harvey V. Higley, 
and on April 2, 1955, to Mr. Stone. Subsequent to that, requests have 
been made on behalf of Mr. Smith by the various professional! organi- 
zations of which he is a member, for an explanation of the charges 
against him, all to no avail. 

The manner in which Mr. Smith’s case has been handled has caused 
consternation among other appraisers and inspectors and as we stated 
in our letter transmitting the complete report to the Committee on 
Veterans’ Affairs: 

“We feel that the manner in which this individual’s rights have been 
abridged and his reputation damaged, without his being afforded an 
opportunity to answer the charges made against him, goes beyond 
being merely an injustice to an indiv idual and could, if such procedure 
become a pattern of the Veterans’ Administration, constitute a serious 
impediment to the proper administration of the program with a con- 
sequent adverse effect on the veteran home purchasers. 

Mr. Smith is ready to accept whatever consequences may result, if, 
at a fair and impartial hearing, the charges made against him in the 
report in question can be sustained by VA. 

In conclusion I wish to make the following recommendation : 

That the Administrator of Veterans’ Affairs request the immediate 
establishment of an advisory committee, to be composed of represent- 
atives of the National Council of Appraisers and Inspectors, the So- 
ciety of Residential Appraisers, the American Institute of Real Estate 
Appraisers, and the American Society of Appraisers, who shall regu- 
larly meet with members of the staff of the home loan guaranty pro- 
gram and members of the staff of the Committee on Veterans’ Affairs, 
to discuss ways and means of improving the home loan guaranty 
program and to maintain a close and constant watch thereover. 

We further recommend for primary consideration the establish- 
ment of procedures for determining the guilt or innocence of those 
fee appraisers and inspectors charged with misconduct, which pro- 
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cedures shall, among other things, provide for a full hearing upon 
the request of an individual so charged. 

In suggesting the inclusion of representatives of SRA, AIREA, 
and ASA on this advisory committee I do not wish to intimate that 
I have any authority to speak for those organizations. However, we 
feel that the presence of representatives of these organizations is 
important to the successful functioning of the committee and we shall 
be glad to ascertain their position in this regard, if you so desire. 

I wish to thank you for permitting us to make this statement to 
the committee. 

The Cuarrman. If I may have the attention of the members of 
the committee, in an attempt to expedite these hearings, I would 
like to ask a series of questions of Mr. Stone, and then, as I finish 
each group, let each member ask questions. 

Mr. Stone, I would like to start out by asking you a few questions 
about the home voluntary mortgage credit program. I would like 
to have you, Mr. Meadows, briefly tell the committee what this pro- 
ram is. 
ss Starr Drirecror. The Committee will recall, Mr. Chairman, the 
testimony we have had in the past few days, that describes the rela- 
tionship between voluntary home mortgages. It is a program of 
private lenders attempting to put the money into rural areas. But 
their program is that when there is an application for direct loan, 
that will be referred to them before the direct loan is made by VA, 
and that they will have an opportunity to find a source of money. 
That has brought about a source of conflict, in that VA has required 
that the discount customarily paid be paid by the seller of the prop- 
erty, not to exceed 2 percent, and that in many instances there is 
the presence of a downpayment. We have a point of conflict now. 
Should a downpayment and the payment of a discount, as is being 
required in the voluntary home mortgage referrals, preclude a veteran 
from obtaining a direct loan? That is essence is where we are on 
this issue, Mr. Chairman. 

The CHatrman. Mr. Stone, with that, does the Veterans’ Admin- 
istration believe that the attempt to incorporate the direct loan pro- 
gram with the voluntary home mortgage credit program is disrupt- 
ing the direct loan program ? 


STATEMENTS OF RALPH H. STONE, CHIEF BENEFITS DIRECTOR, 
VETERANS’ ADMINISTRATION ; THOMAS J. SWEENEY, DIRECTOR, 
LOAN GUARANTY SERVICE, VETERANS’ ADMINISTRATION; AND 
P. N. BROWNSTEIN, ASSISTANT DIRECTOR, LOAN POLICY AND 
MANAGEMENT, LOAN GUARANTY SERVICE, VETERANS’ ADMIN- 
ISTRATION 


Mr. Srone. Mr. Chairman, that is a very hard question to answer 
directly. We feel that they are doing a very good job in getting loans 
from the private investors. Of course, it is a little bit more than a 
group of private investors. There is a law that states that we will 
cooperate with them. 

Now, we have not cooperated to the full extent of their desires. 
We have come, as we try to think of it, to a sort of a compromise 
point. And we have tried to do the best we can to comply with the 
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instructions or directions of Congress to the Administrator to co- 
operate with them. wy 

If we do not meet their requests for what they want, within a cer- 
tain extent, then, of course, they will have a just cause for complaint 
of lack of cooperation. 

They have made many, many thousands of loans, many more having 
been referred to them than, probably, we have money in the direct 
loan program. 

The Cuatmman. Mr. Stone, without going into a lot of detail, could 
you tell the committee the time it took to close a direct loan before 
the VHMCP program came into being, and the length of time it 
takes now? Would that be a yardstick that we could measure it by ‘ 

Mr. Stone. Before this program came into existence, we had back- 
logs of 6 months to sometimes more, perhaps a year, in the direct loan 
program. If money was available in a certain area, it didn’t take too 
long, a very short time, to complete the direct loan. 

But there was a waiting time, anywhere from weeks to months, 
before a direct loan could be made, because there were more requests 
for direct loans than there was money available, even with the $150 
million prescribed for it. 

Currently, of course, there is a waiting period of about 45 days. 
They wanted 60 days to make the loans. We compromised at 45 days. 
And then, when they cannot provide the loan, everything being equal, 
we will make the direct loan. 

I would say that it has speeded up the veteran into getting a loan, as 
a whole. 

The CHatrmMan. Mr. Sweeney, do you think the statistics will prove 
that ? 

Mr. Sweeney. As Mr. Stone has said, Mr. Chairman, when we had 
this great bulk of filing we only could process so many loans, as many 
as were available in a quarter, and it did take several months before we 
got around to the veteran. If you are speaking comparably between 
the time it would take us to process the direct loan, assuming we had 
the money available, versus the VHMCP, I would say that the 
VHMCP, in their preliminary processing, by virtue of the fact that 
they refer a lot of these applications to the home offices of the lenders, 
particularly when the lender is an insurance company, there is prob- 
bably a delay of from 30 to 45 days. 

The CuHairman. Because of this program ? 

Mr. Sweeney. Yes, sir. Speaking of things on a comparable level, 
if we had the money available there would be anywhere from 15 to, 
say, as high as 45 days’ delay; yes, sir. 

The Cuairman. Mr. Stone, does the VA believe that the language of 
the law compels the present referral procedure of the direct loan 
applications? In other words, has the legal counsel of VA determined 
that the law requires that? 

Mr. Sweeney. Mr. Chairman, I think the law says “upon request.” 
And when this Home Mortgage Credit Committee was first formed, 
there were a lot of discussions about how we would proceed on this 
matter. First of all, whether we were going to have a list of the vet- 
erans, whether VHMCP were going to contact them, whether we would 
take the applications then refer them to the VHMCP, which we did. 
Then as a refinement, and to eliminate delays in our offices, it was 
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decided that any requests that would come in to the VA would be auto- 
matically referred to the VHMCP. That is how this developed. 

Now, the law says “upon request.” If J recall, that is the language. 
The VHMCP people have stated that any such requests should be given 
to them. And we have acceded to that point. The initial steps in 
cooperation, of course, are to refer all of these requests direct to the 
VHMCP. 

Mr. Srone. There has been no direct opinion by the VA General 
Counsel on that matter. 

The Cuairman. You of course know from experience in what areas 
it is practically useless to make these referrals, do you not ? 

Mr. Svone. Not completely. Because they have been making loans 
under this program in practically every area 

The Cuarman. Do you have any figures with you that would 
indicate the number of referrals, the number of loans, in some sam- 
pling area of the country, to give the committee an idea of what this 
organization is doing? 

While your assistants are getting that, Mr. Stone, could you tell 
us what the attitude of the VA would be toward a legislative change 
or an administrative change which would eliminate this referral ¢ 

Mr. Stone. We have no objection to that, of course. We just want 
to protect the Administrator to carry out the law both laws. You 
have us rather in the middle, between two laws. 

The Cuarrman. This committee wants to get you out of the middle. 

Mr. Stone. We would welcome getting out of the middle. 

The Cuatrman. We want you to get. to ) making VA loans as quickly 
as possible. 

Mr. Brownsretn. I have the figures, Mr. Chairman. 

The Cuarrman. Would you just give a sampling of what is happen- 
ing ¢ 

Mr. Brownsrern. By area? Or total? 

The Crarrman. Take 1 or 2 in the East, the Southeast, the South- 
west. 

Mr. Brownstery. We haves referred a total of 14,510 applications 
to VHMCP. 

The Cruairman. That is total, all over the country ? 

Mr. Brownsrern. Yes, sir. They have committed loans amounting 
to 4,512. 

The CrarrMan. Out of 14,000? 

Mr. Brownsrern. That is correct, sir. Montgomery, Ala., we re- 
ferred 583 applications. There have been 104 loan commitments. 
San Francisco 424 referrals, 39 loan applications, 

The CnarrmMan. What does “loan applications” mean ? 

Mr. Brownsrern. Commitment, sir is what I mean. 

The Cuamman. That means the veteran was able to get a loan 
through that organization ? 

Mr. Brownsrern. There may have been some mortality in those 
figures. The veteran may have decided he didn’t want the house. 
But the lender was willing to make the loan to him and made a com- 
mitment for it. 

Mr. Stsx. Let us take, for example, San Francisco. You men- 
tioned you referred 124 loans, and 39 were accepted. 

Mr. Brownstern. Were committed ; yes. 
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Mr. Sisk. Now how many applications in the same period of time 
for San Francisco did you have for direct loans‘ You referred 124, 
but how many applice utions ¢ 

Mr. Brownstein. That was all of them, Mr. Sisk. 

Mr. Sisk. You only had 124 applications in what period of time! 

Mr. Brownstery. This period refers to the life of VHMCP. 

The Cuairman. Which 1s how long ? 

Mr. Brownstein. Just a little over a year. 

Mr. Sisk. And that has to do with the entire region of San Fran- 


cisco ? 


Mr. BrownsteEIn. Yes, sir. 

Mr. Epmonpson. May I ask a further clarifying question? Where 
there is committal by the company, and the owner of the house refuses 
to pay the discount, do you have any figures 

Mr. Brownstern. They are not included in these commitment 
figures. : 

Mr. Epmonpson. In that instance you do not include them in your 
commitment ? 

Mr. Brownsrern. No, sir; that is not a commitment, as we tabulate 
our commitment figures. 

Mr. Epmonpson. And then you could have had a much larger 
number of instances than are shown there in which the companies 
were willing to make the loan but the sellers would not sell ¢ 

Mr. Brownstern. That is correct; yes. That is possible. 

Mr. Epmonpson. Do you have any breakdown that shows in how 
many instances the loan company was willing to make the loan and 
the seller would not go through with it, and therefore the veteran 
was precluded from getting any house ¢ 

Mr. Brownstern. No, sir; we do not. 

Mr. Epmonpson. There has been no study of that kind made? 

Mr. Brownstern. We have no figures on that. 

Mr. Sweeney. May I interject a point here, Mr. Congressman / 
We do not have the breakdown of the figures, but the Voluntary Home 
Mortgage Credit Committee has, and I understand that their last 
report was compiled as of November, but they have now transferred 
their cards over to give a complete breakout, trying to categorize 
the various rejections. And I understand that that is going to be 
available right soon. And when it is available, we will be glad to 
have it submitted to the committee. It will give the total volume 
of business broken down in the various categories, and the reason for 
rejec tions, credit, security, and other factors. 

Unfortunately, they have not gotten around to putting these things 
on electronic processes, but I understand that the job is underway, 
and we should have it shortly. 

Mr. Avery. May I ask one general question there? Out of 124 
applications in the San Francisco area, you were able to get 39 com- 
mitments. Is it reasonable to assume, then, that the difference be- 
tween that figure, which would be 85 veterans, received direct loans? 

Mr. Brownster1n. That may not be assumed, Mr. Avery. A cer- 
tain number of them did, but I can’t tell you the exact number. 

Mr. Avery. Would it be a high percent / 

Mr. Brownstein. I can’t tell you that. I can tell you how many 
direct loans we have made in San Francisco, in the San Francisco 
region, for the entire life of the program. 
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Mr. Avery. It would seem to me that ought to be about the same 
figure. 

Mr. Brownstern. No, sir. You see, the direct loan program has 
been in effect since 1950. 

Mr. Avery. That is right. 

Mr. Brownsre1N. But I can’t give you this additional refinement 
that you ask for. 

Mr. Avery. I wonder if you could make that determination. It 
seems to me we need that figure to kind of complete the whole pic- 
ture on just how the program is operating. Do I make my point 
clear there ? 

Mr. Srone. Do we have anything on last year’s direct loans out 
of San Francisco? 

Mr. Brownsretrn. No, sir, I don’t have that. 

We can endeavor to obtain this information, the best that we have 
available, and supply it to the committee, Mr. Avery. 

Mr. Avery. Thank you. 

(The material referred to follows :) 

During the calendar year 1955, the Veterans’ Administration received 31,262 
applications for direct loans, and made 15,856 loans. We do not maintain 
records which permit us to determine how many of the loans made were cases 
where VHMCP placement efforts had been unsuccessful. 

An analysis of our activity during the first and second half of 1955 does cast 
some light on the effect of the referral procedure on the flow of direct-loan 
activity. During the first half of 1955, VA received 23,103 direct-loan applica- 
tions, but during the second half only 8,129 applications were received. This 
decline is attributable in part to the fact that, commencing in August, veterans 
requesting direct loans were referred to VHMCP before a direct loan application 
was accepted. 

The trends in loans closed and fully disbursed indicate much less disparity. 
During the first half of 1955, 8,312 loans were closed and fully disbursed, com- 


pared with 7,544 in the second half. Many of the loans paid out during the 
second half, were of course, attributable to applications received and partially 
processed during the first half of the year. 

During the first half of 1955 the number of loans on which fund reservations 
had been made increased by 12,319. During the last half of 1955 approximately 
3,400 of the loan reservations outstanding on June 30, 1955, were canceled, 
and approximately 2,500 additional loan commitments were made on new appli- 
cations. 

The Cuatrman. Anything else on this particular program? Mr. 
Weaver? 

Mr. Weaver. You mentioned the mortality rate. What would that 
mortality rate be? In other words, some of these commitments were 
made and were not completed. 

Mr. Brownsrern. I can perhaps give you some estimate of that, 
Mr. Weaver, by telling you that out of a total of 133,000, nearly 
134,000 applic ations received since the inception of the direct-loan pro- 
gram, the applications withdrawn or rejected totaled 51,000. 

Now, you ney: get some idea of the ratio from those figures. 

Mr. Stone. A great deal of that could be credit restrictions, you 
know. 

The Cuarrman. Mr. Stone, I understood you to say the VA would 
not object to the elimination of referrals. Would you desire an 
elimination of referrals ? 

Mr. Stone. Mr. Chairman, I can’t speak for the VA on the ques- 
tion regarding legislation involving the VHMC program. 

The Cuarman. What about speaking on a personal basis, and just 
forgetting the VA? 
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Mr. Srone. Personally, as you know, my heart and interest is in 
the work for the veteran. And we want to do everything possible to 
provide a home for him. 

The Cuamman. And it would be to his advantage to eliminate re- 
ferrals in the next 2 years ? 

Mr. Stone. Yes, sir. 

The Cuatrman. Mr. Sweeney, do you agree ? 

Mr. Sweeney. Yes, sir. The remark was made last time that the 
veteran is being penalized and there are matters where a lot of vet- 
erans are being foreclosed from obtaining their houses. In the 
interest of time and expediency, I think some further study should 
be made on this matter to see if we can’t serve those veterans where 
they are being delayed. 

The CuatrmMan. Any other question on that point from the mem- 
bers of the committee? 

Now, Mr. Stone, let’s go to VA supervision and construction. 

Mr. Sisk. Mr. Chairman, if we are leaving this direct program, as 
I understand, I would like to direct just 1 or 2 more questions. 

The Cuarrman. Go right ahead. 

Mr. Sisx. They have to do with some questions I asked while in 
Alaska this last fall. 

Yan you tell me how many direct loans have been made in the 
Territory of Alaska ? 

Mr. Brownste1n. Yes, sir. 

We have closed and fully disbursed 581 direct loans in Alaska. 

Mr. Sisk. 581? 

Mr. Brownstein. Yes, sir. 

The CuatrmMan. How many applications? 

Mr. BrownstTern. 1,096. 

Mr. Sisk. You had 1,096 applications? 

Mr. Brownstetn. That is correct, sir. 

Mr. Sisk. Now, can you, at the same time, tell me to what extent 
the assured-loan program is operating in Alaska? Do you have any 
figures relative to that? 

Mr. BrownsteEIn. There have been a total of 333 loan applications 
since the beginning of the program. 

Mr. Sisk. A total of 333 loan applications since the beginning of 
the program ? 

Mr. Brownstein. That is the loan-guaranty program; yes, sir. 

Mr. Sisk. And how many of those have been granted ? 

Mr. Brownste1n. There is something wrong here. Oh, I am sorry. 
Those are home loans; 277 home loans have been closed. 

Mr. Sisk. 277 loan guaranties. That is home loans under the loan- 
guaranty program. 

Mr. Suurorp. I have one question I should like to ask for infor- 
mation. 

Mr. Stone, how do you determine the metropolitan area for guar- 
anteed loans as distinguished from a direct loan area? What is your 
criterion there? ; 

Mr. Stone. Mr. Sweeney ? 

Mr. Sweeney. Congressman, we employ a formula that takes into 
account the national penetration of GI guaranteed loans and, secondly, 
the pentration of guaranteed loans in cities of less than 50,000. 
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Mr. Suvurorp. Explain “penetration” there, to me, please. 

Mr. Sweeney. Penetration is the number of guaranteed loans that 
are given to the total veteran population within the respective com- 
munity or county. 

Admittedly, that penetration fluctuates. If, however, in any com- 
munity there isa high percentage of veterans getting gui iranteed loans, 
and the local lenders are w illing to participate in the program, we will 
not declare that area to be a direct-loan area. On the other hand, we 
have found through experience that there are very few areas—I don’t 
have the exact number—where it is indicated that no local lenders will 
make the loans. This is in communities of two or three thousand or 
in country areas. Then we have had those areas designated as direct 
loan areas where we have got information that the local lenders are 
refusing to make GI loans and there are no correspondents for second- 
ary investors willing to make the loans. We have declared those as 
direct-loan areas. 

One factor is that local lenders just won’t make a 414-percent loan. 
We have reported the direct-loan area determination formula to the 
committee off and on, and I think the committee has endorsed our 
approach on it, sir. We do, however, have some problems in the cur- 
rent market, particularly as concerns our farm loans. I think I have 
reported to the committee that as of this year one-third of the direct- 
loan funds have been earmarked for farm loans. We did so based on 
past experience. Since the committee last year put into the law a pro- 
vision for farm loans, we felt one-third of the direct-loan funds ought 
to go into farm loans. 

Now, to date our experience along that line is not living up to our 
expectation. I just don’t know why there aren’t more farm-loan ap- 
plications. Perhaps the veterans aren’t interested in staying on the 
farm. 

Mr. EpmMonpson. Farming isn’t too popular these days. 

Mr. Sweeney. I think you gentlemen can appraise that situation 
better than I can. 

Mr. Epmonpson. What are the current figures on the amount of 
vour available direct-loan funds that have been used and the amount 
that remains to be loaned in this fiseal year ? 

Mr. Sweeney. For this fiscal year? 

Mr. Epmonpson. Yes, sir. 

Mr. Sweeney. Now, I might explain that as of the end of the last 
fiscal year, although we tr ied to pick up every direct-loan application 
we had, since this | money is spread out over the 67 regional offices, or 
some fifty-odd offices, there was unencumbered a balance of about $6 
million. Now, since that time, a lot of the loan commitments that we 
had made have gone by the board, for one reason or another. I mean, 
either the veteran was not declared eligible, or the property as con- 

templated would not appraise out. So ‘that as of December 31, with 
those cancellations, plus the $6 million we had on hand that couldn’t 
be encumbered, we had $26 million available. 

We have authorized and drawn on the Treasury, less resales, $50 
million, out of which we have a balance of $36 million. 

Mr. Epmonpson. On this figure of $26 million: That was $26 
million left unloaned out of about $75 million plus $6 million. 
Would that be right ? 

Mr. Sweeney. Referring to the last quarter of last year? 
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Mr. Epmonpson. Referring to the period from July 1 to December 
13, during which, I underst: and, $371 million each quarter— 

Mr. Sweeney. No, sir: we are authorized $50 million, Mr. Con- 
gressman, this fiscal year. It used to be $37 million in a quarter. 
But in the authorization for this fiscal year starting July we can draw 
up to $50 million on the Treasury. We are authorized $150 million, 
but the C ongress authorizes VA to draw in any one quarter $50 million. 

Mr. Epmonnson. I see. So have you drawn the $50 million each 
of the first two quarters ¢ 

Mr. Sweeney. No, sir: we have not. That is what I wanted to 
explain, sir. We have drawn the first $50 million, out of which I 
think we have only encumbered about $14 million, which leaves 
around $36 million. I am using round figures now. And so we 
would have on hand now $85,800,000. 

Mr. Epmonpson. $85 million on hand now. 

Mr. Sweeney. That we could allot to the regional offices. 

The CuatrmMan. By quarters 

Mr. Sweeney. No; we could authorize this now. 

Mr. Epmonpson. And you are going to have another 
to add to that; aren’t you ¢ 

Mr. Sweeney. That is right, sir. 

Mr. Epmonpson. So in this fiscal year, of your $150 million for the 
full fiscal year, at this time you have over $130 million 
unallotted or unloaned. Is that right ¢ 

Mr. Sweeney. That is right. We would have available funds for 
this fiscal year of about $135 million. 

Mr. Epmonpson. Well, does that not point pretty clearly, as we 
go into February of this year, to the fact that vou are not lending at 
a rate that is going to use the money that you have in this fiscal year? 

Mr. Sweeney. Let me qualify the $135 million. I will take one- 
third of that that is earmarked for farms. So roughly it would take 
a little over $100 million. 

We have already earmarked for farm loans one-third of the money. 

Mr. Epmonpson. That is a very disturbing set of figures to me, 
Mr. Sweeney, because it indicates pretty clearly to me that at the 

‘ate at which this money is being lent you are going to wind up with 
either a terrifically accelerated “volume of direct loans in the last 


quarter, or else you are going to wind up with an awful lot of this 
money not lent out. 


Mr. Sweeney. That is possible; yes, sir. 

Mr. Epmonpson. And yet if I understand the reports from the 
Oklahoma districts down there, there is a tremendous unsatisfied 
demand for these loans in the State of Oklahoma, and I believe that 
is true in these other States. 

Mr. Weaver. That is the same for Nebraska, too. 

Mr. Epmonpson. So I can’t understand this slowness in getting 
this money out and lent, myself. 

Mr. Sweeney. Well, as Mr. Stone explained to you, we have this 
matter of referral to VHMCP, and they are endeavoring to pick up 
these direct loans in these areas. 

Mr. Epmonpson. What is the total amount that is involved in the 


4,000 loans that have been made by the voluntary home mortgage 
procedure ? 


$50 million 
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Mr. Sweeney. About $30 million. 

Mr. Srone. The total number of applications from Oklahoma is 
only 193, requests for direct loans. 

The Cuarrman. That is the State total ? 

Mr. Stone. The State total. 

Mr. Brownstern. That is the number of applications which we have 
received and referred to VHMCP, which would be the total. A little 
over a year. 

Mr. Epmonpson. I am personally acquainted with several veterans 
who have decided not even to mess around with putting in an applica- 
tion, because of the experience of their neighbors in having to wait 6 
months to get something done, while the property they wanted goes 
to somebody else. 

The Cuatrman. Mr. Sweeney, the money you allot to farms, can 
you transfer it? 

Mr. Sweeney. Oh, yes; but where the Congress were concerned 
about keeping the farm boy on the farm and giving him the same 
facilities as the city boy, we simply earmarked a third of that for 
farm loans. 

The CHarrmMan. But you are not forgetting that. You can transfer 
it someplace else if they do not apply for it. 

Mr. Sweeney. We are watching it very closely. 

The Cuarrman. I keep thinking that we could do a better job on 
direct loans. Is there anything this committee could do to help you 
make better use of the direct loan money we have appropriated ? 

Mr. Sweeney. Mr. Chairman, VA has to administer the direct 
loan law and at the same time cooperate with the VHMCP program. 
Two statutes are involved. I don’t know whether it is within the 
prerogatives of this committee to do anything with the law that 
initiated the VHMCP. 

The CHatrman. I can tell you right now that it was planned last 
night to introduce a bill to do away with that as far as the VA is con- 
cerned, and we hope to get it through Congress. It will be introduced 
in the next couple of days. 

Mr. Sweeney. Well, we will abide by the wishes of Congress. We 
have this money, and if it is the wish of Congress to have us move in 
here, I am sure the Administrator and Mr. Stone and myself will 
carry out those wishes. 

Mr. Dorn. I just wonder if there has been any pressure from the 
Bureau of the Budget. They seem to be dabbling in everything else. 

Mr. Stone. There has not been any direct pressure from the Bureau 
of the Budget. 

The CrHarrman. No direct pressure? What about indirect pres- 
sure? If you can believe U. S. News & World Report, the Bureau 
of the Budget should be trying to help you right now. 

Mr. Stone. I would like to explain to Mr. Edmondson that out of 
the applications for direct loans in the State of Oklahoma, 113 have 
been committed by VHMCP, which is a pretty good record. We don’t 
know how many have been made direct loans, but on over half of them 
the loans have been completed. So there doesn’t seem to be a waiting 
period of 6 months that you refer to. 

Mr. Epmonpson. How does that follow? I would like to know how 
it follows that there isn’t a 6-month waiting period. 
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Mr. Sronr. The commitments of course are made, and if they are 
not made within the 45-day period then they come back for direct loan 
operation. 

Mr. Epmonnpson. I have firsthand knowledge of only 1 loans that 
has been committed in my area by this v oluntary home mortgage outfit, 
and I can assure you it was not completed within 45 days of the time 
the man went into the VA office to ask for the loan. It came closer to 
being about 145 days in that particular case. 

Mr. Sronr. The record shows that they have committed 113. 

Mr. Epmonpson. I think you will find if you check your records 
on the date that the application is taken into the VA office and the 
date that the loan is closed, that it is coming much closer to 6 months 
than it is to 45 days. And it would be an interesting thing to run 
that check on a few of your offices. 

The CHarrman. Mr. Sweeney, could you put in the record the 
figures on direct loans? We felt last year you could have done a lot 
better than you did. Maybe not. It is a lot different sitting where 
you are and where we are. But a lot of us have felt that $6 million 
should not have gone by the board. Maybe you did have the appli- 
cations. 

Mr. Sweeney. We will be glad to submit that, Mr. Chairman. 

(The material referred to follows :) 

The following table presents the cumulative record of direct loan activity and 
the status of direct loan fund allotments through December 31, 1955. 

During the calendar year of 1955, there were 15,856 direct loans closed and 
disbursed. Many of these loans were made on applications submitted before 
the VA began to refer all new cases to VHMCP, and it is not possible to report 


the number of loans closed in 1955 on which VHMCP failed to find a private 
lender. 

At year end, there were an additional 5,814 direct loan applications in various 
stages of processing, and it is reasonable to assume that practically all of these 
are cases that VHMCP could not place as guaranteed loans. Approximately 
$40 million will be employed in closing these applications now in process. 

It should be noted that the second and third columns in the following table 
which are captioned “Eligible Direct Loan Applications Referred to VHMCP 
Committees” and “Bligible Applications Committed by Lenders Under VHMCP,” 
include only those cases where the direct loan applications were referred by VA 
to VHMCP, during the first 8 or 9 months of 1955. None were referred to VAMCP 
prior to 1955, and after August 1955, veterans were requested to file their financ- 
ing requests directly with the regional committees and to wait for 45 days there- 
after before requesting a direct loan application. Thus, most of the cases where 
veterans sought financing assistance during the latter months of 1955 and were 
not assisted by VHMCP will not come to VA for direct loans until 1956. 
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Mr. Weaver. I was just going to mention whether the VA might 
set a time limit on these referrals back. 

Mr. Sweeney. We have instructed the VHMCP that if we do not 
hear from them within 45 days and the veteran applies for the direct 
loan, we will go ahead on it. 

Now, as to what Congressman Edmondson was referring to, we let 
the VHMCP have 45 days i in which to decide whether they are going 
to make a loan commitment or not. The regional committees are in 
turn supposed to instruct our offices that if the lenders do not make 
the commitment, then the veteran comes to us. And admittedly he 
has lost 45 days in getting the deal. 

No, with respect te where the lender under the VHMCP does make 
a loan commitment, it is true that after the veteran receives that, you 
have to then apply to the VA to get their appraisals, if they haven't 
done it preliminarily, and process it the same way we would do a loan- 
guaranty commitment. Then you have the problem of title exami- 
nation. 

So it is possible that you could go anywhere from 45 days up to 
120 or maybe 180 days, depending on what the circumstances are. 

Mr. Brownsrern. It may be well, Mr. Chairman, to point out that 
since August the veterans have been applying directly to the VHMCP. 
They no longer apply to VA and have their applications submitted. 
The referral is direct at the present time. 

Mr. Epmonpson. They do go to VA to find out about the thing ? 

Mr. Brownsrern. Many of them do, Mr. Edmondson; yes. 

Mr. Epmonpson. Do you know of any that go direct to the VHMCP 
without going through the VA? 

Mr. Brownstetn. I think probably some of them do. I don’t know 
of any who go into VA, either. But there has been quite a lot of 
publicity given this, and they have been advised that they may file 
their applic: itions directly with the VHMCP. I would surmise that 
many of them do that. 

Mr. EpmMonpson. VHMCP offices in some instances are in VA in- 
stallations, are they not ? 

Mr. Brownste1n. No, sir. 

Mr. Epmonpson. In no instances ? 

Mr. Brownsrern. None that I know of. 

Mr. Stone. They may be in the same building. Several Federal 
agencies may be in the building that we occupy partly. 

Mr. Weaver. The inconsistency seems to me that out of every one 
that goes directly to the VHMCP, a third only of those are accepted. 
So in other w ords, for every three to go, you know that two-thirds of 
them are going to be turned down. “Because that is the percentage 
figure on the breakdown for the areas as well as your total figure 
of around 14,000. 

Mr. Sronr. Of course, there is a high percentage of turndowns for 
the making of a direct loan, too. 

The CHarrman. Let us go to this question: Is there any person in 
Government or any agency of the Government who has told you to 
change your policies that you have had in effect ? 

Mr. Stone. C hange the policies of management ! 

The CHARMAN. Speeding them up or slowing them down. 

Mr. Sronr. We have been told to conserve as much as possible. 
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The Cuatrrman. What does “conserve” mean ‘ 

Mr. Stone. Conserve money. 

The CuarrMan. That means not make loans ? 

Mr. Stone. Control of units, you mean? Or the slowing down of 
housing units? 

The CHarrman. Anything that prevents veterans getting homes 
as rapidly as possible, with this program expiring in a couple of years, 
ora year anda half. 

Mr. Stone. As far as slowing building down, if that is your ques- 
tion, no. 

The CHarrman. Slowing loans down? 

Mr. Stone. Slowing loans, Government loans, yes, by creating an 
agency to make loans from industr y, from private lending institutions. 

“The CuamrMan. You have slowed down your direct loans ? 

Mr. Srone. Yes, sir. ‘That was the whole idea of Congress; 
wasn’t it ? 

The CHarrman. Toslow down direct loans? 

Mr. Stone. Yes. 

The CHamman. It may be the idea of part of the Congress, but 
it is not the idea of this committee to slow it down. We want to 
speed it up. 

Mr. Srone. I was speaking of Public Law 560, passed by Congress 
in 1954. That states the Veterans’ Administration will try to make 
loans through another agency. And so there has been no one—if I 
misled you on that statement—to my knowledge that has tried to 
slow down the securing of homes for veterans. 

This law perhaps does slow the securing of a direct loan down. 

The CHarrman. Weare going to try to change that. 

Dr. Long? 

Mr. Lone. In other words, if I am understanding you right, and 
maybe I am not, instead of making as many loans as you can, you 
make - few as youcan. Isthat right? 

Mr. Sronz. No, sir. We follow the law, Public Law 560, 83d 
Congress, to refer them to this VHMC agency to provide the loan. 
li they cannot make the loan, ev erything else being equal, then we 
do make it. 

Mr. Lone. I am not concerned about what the law says. I want 
to know: In your operations, do you make as many loans as you can, 
or as few as you can 4 

Mr. Stoner. We make just as many as become qualified for the 
making of a loan. Every applicant cannot be loaned money. We 
cannot make a loan to every individual. They must have a good 
credit standing. We have to be sure the Government is going to get 
its money back as well as we can. So everybody that applies is not 
granted a loan. 

The Cuarrman. Is my memory correct, that last year the Appropri- 
ations Committee gave you a million dollars more for your loan pro- 
gram ¢ 

Mr. Stone. Yes. 

The CHairmMan. Generally speaking, what has happened? Did 
you use more than the million ? 

Mr. Srone. $16,352,000 was approved for personal services. We 
used altogether, $17,077,000. Our request had been for $14,926,000. 








9166 LOAN PROGRAMS OF THE VETERANS’ ADMINISTRATION 


It ended up with the split which was made and the compromise be- 
tween the Senate Appropriations Committee and the House, and that 
million was really about $500,000. 

The Cuarrman. Mr. Sweeney, what did the Loan Guaranty Office 
first ask for to the Bureau of the Budget last year? What was your 
request? Was it $14 million, or was it $17 million ? 

Mr. Sweeney. For the fiscal year 1956, sir? 

The CHarrMan, Yes. 

Mr. Sweenety. Unfortunately, I do not have it here, but it was 
something under the $17 million. This $17 million reflects the salary 
inereases. 

The Cuarrman. Did the Bureau of the Budget cut the loan guaranty 
requests for last year ? 

Mr. Sweeney. For 1956? 

The Cuarrman. When you went before the committee last year; 
not this year, but a year ago. 

Mr. Sweeney. Well, sir, I didn’t handle the budget, but I think that 
for the fiscal year 1956, the Bureau of the Budget, based on the salary 
rates and travel rates, gave us approximately what we requested, what 
was requested by the Administration, sir. 

The CHairman. But actually you had about $14 million in there 
and used about $17 million; did you not? 

Mr. Sweeney. Yes, sir. 

The CHarrman. What about this year? 

Mr. Sweeney. For the fiscal year 1956? Well, as Mr. Stone ex- 
plained, we will be expending about $17 million. 

The CHarrman. You think that is adequate? Do you think it is 
on the conservative side, or the liberal side? 

Mr. Sweeney. Let’s say it is middle of the road. If we are basing 
it on our workloads now, and if we can get our staffs in the field to 
do the necessary things and streamline some of our procedures, I 
would say it would render the service adequately. And we don’t have 
all these conflicts of interest with respect to going out and reinspecting 
and handling a lot of appeals from builders. I think that the $17 
million would be sufficient this year. 

I might state also that going into fiscal 1957 there has been presented 
to the Appropriations Committee and approved by the Bureau of the 
Budget—for the next fiscal year—$17,217,000, which will give us an 
average employment in the field offices of about 3,474 people. 

The CHatrman. What was your request to the Bureau of the 
Budget ? 

Mr. Sweenry. It was about that same figure, and they made no 
adjustment for 1957. 

The Cnarrman. You think that is adequate? Could you use more 
money if you had it? 

Mr. Sweeney. Sir, if the actual workload is not more than our 
best educated guess, I would say that 3,474 man-years—there is : 
fluctuation, of course—would take care of the jobs. 

Now, there are many factors that enter into this picture that may 
increase this workload. Then I would say it would not be sufficient. 
On the other hand, if the workload tapers off and levels, I would say 
it would be ample, sir. 

The Cratrman. If it does boom and you do need more money, is 
there money that can be transferred, so that the program would not 
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be slowed down? Can you go ahead and use the money and ask for 
a supplemental appropriation ¢ 

Mr. Sweeney. That is right, sir. That would be up to the Admin- 
istrator, if this thing went “above our estimates. The Administrator 
could go to the Bureau of the Budget. 

The Caiman. Then this committee has no reason to worry about 
this, if you get that amount of money. 

Mr. Sweeney. As far as we know now, sir, that is r ight. 

Mr. Stone. We have increased about $53,000 in travel for this 
next year. That was the biggest increase. And the extra million 
dollars that was used for this program was made by conserving in 
other parts of our department, suc h as claims and V. R. and E., and 
other services. 

The Cuarrman. What is the Veterans’ Administration evaluation 
of the general quality of construction supervision on a national basis 4 

Mr. Stone. It is not very high. 

As I stated the other day, a lot of our builders are building with 
subcontractors, and they do not employ full-time supervisors, as in 
my opinion they should. The subcontractors are doing good jobs as 
a whole. I don’t think that we can bring too much criticism on the 
palin as a whole, because of these few failures that were brought 
to our attention that were very serious. They are comparatively small 
in number, as related to the great projects that are completed in a 
good and capable manner. We have stressed, in talks with our mana- 
gers and our loan guaranty people, and in written instruction, that 
they should do as much as they can on insisting that these builders 
who are programing a lot of building to employ ‘full-time supervisors 
to see that the job is being done properly. 

The Cuatrman. Mr. Stone, you have said that the quality of con- 
struction in general throughout the country is not very high. Now, 
is there anything this committee can do to help you, or do you have 
any plans to improve the quality of construction super vision until this 
program expires ? 

Mr. Stone. You are talking now of our compliance inspectors? Or 
are you talking on construction as a whole ? 

The CHatrman. I am talking about whatever supervision it re- 
quires, so that we don’t get letters each day citing poor construction 
and complaining of VA inspections or the quality thereof. 

Mr. Stone. Our compliance inspection has not been strong. I have 
stressed that many, many times. And it has not been ample. Of 
course you must realize that a compliance inspector is not a building 
construction supervisor. That is what a lot of the people think. 

The Cuatrman. What should we do, Mr. Stone, to get better super- 
vision? What should the committee do, or what should you do? 

Mr. Stone. I wish somebody couid tell us. We have been sort of 
at our wits end trying to build up the supervisory work. The mini- 
mum property requirements are very minimum, and the buildings are 
being constructed in many measures to the very minimum, and in my 
opinion there has never been a house that was built perfect, that 
something doesn’t go wrong with it. I think every man here has had 
that personal experience, 

We have had a lot of complaints that we should never have. The 
one complaint very recently that you heard, here—we have very seri- 
ous doubts that that is and was a just complaint. I am not yet ready 
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to tell the members of the committee, because it is hearsay. But 
there are some grave doubts over that situation that will bring a lot 
of discredit to the complainers. Aud we have that to meet. And we 
have maintenance questions that we have to meet, the sifting out of 
maintenance and what is absolutely building of an inferior nature, 
which is rather a hard thing todo. But as a whole, the whole propo- 
sition has improved. But we will continue to have complaints from 
the purchasers of houses from now until kingdom come. I have com- 
plaints over my house, and I can’t go to my Congressman. 

The Cuatrman. We all recognize that, and we are not talking about 
these pusillanimous complaints, but when you can stand in the base- 
ment of the house and look out the top, there is sound basis for com- 
plaint. 

Mr. Epmonpson. Is the one you mention as having something in- 
volved where you have grave doubt as to complaints one that the sub- 
committee has been investigating ? 

Mr. Srone. I don’t believe you have investigated it yet. 

The CHarrman. Which specific case are you talking about, Mr. 
Stone? 

Mr. Srone. I can’t mention. It would be pure hearsay. We are 
investigating it. 

The Cuatrman. I thought you said it had been before the com- 
mittee. 

Mr. Strong. No. 

Mr. Epmonpson. I misunderstood you. 

Mr. Srone. It will come before the committee as soon as the inves- 
tigation is completed, and you will have it. It is only hearsay. 

The CHatrman. Mr. Christopher? 

Mr. CuristorHer. Just for a matter of record, I would say that in 
Hickman Mills, Mo., I made an inspection of 43 houses there. These 
houses had been sold to veterans at $12,500 to $17,000. They had 
been built on ground that had been moved in with a “cat” and a 
bulldozer. It started raining, and the mason walls cracked and the 
basement filled up with water. It twisted the houses until it broke 
the window glass. In some cases you couldn’t shut the doors and 
couldn’t open them. _I took pictures of all that debris, and I have a 
letter here from Mr. Dancey of the Veterans’ Administration, Kansas 
City, and he says that he is getting adjustments, and the builder that 
built these houses is in there now jacking them up and doing what 
he should have done in the beginning. 

Of course, I hope that the Veterans’ Administration will see that 
these houses are reinspected after the contractor gets done there, to 
see that those boys get what is justly due them. 

Now, I don’t want to make a speech, but I do want to get back 
to this loan proposition. It seems like it is getting to the place where 
even a Congressman can understand the situation. 

The trouble is, out in Missouri, the reason veterans loans are not 
being made is not because the Veterans’ Administration does not have 
the money. They have got millions of dollars of it. These gentlemen 
have just admitted that they have got it. But if direct loans were 
made, and made with the minimum of redtap, we wouldn’t have the 
so-called discount fee. But these loans are referred to the private 
lender. The private lender is not satisfied with the prevailing rate of 
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interest, plus a Federal guaranty on 60 percent of his loan. He wants 
a lug on top of that. The builder won’t stand for it. The lender won’t 
pay ‘it. So the result is that the veteran does not get his loan. 

Now, if we had direct loans, I do not suppose that the Veterans’ 
Administration would ask for a 2-percent lug on a loan. I do not 
believe they would. 

They would not, would they, gentlemen? If you make a loan, there 
is no discount there. 

Mr. Sweeney. No,sir. We can make them at par. 

Mr. CuristropHer. That is what I thought. And that is the way 
the private lender ought to have to do, or get out of business. They 
are just taking advantage of the situation. 

The Cuatrman. But if a voluntary mortgage group offer a loan 
at a discount and the veteran will not take it, you would take his 
loan away from him; would you not? 

Mr. CHRISTOPHER. I want to say as far as I am concerned, when 
the veteran’s loan is offered to the private lender and he wants a lug 
on it, make it direct. 

The Cuarrman. Mr. Teague ? 

Mr. Tracur of California. I wanted to ask Mr. Stone a question, 
getting back to construction. Apparently [am very fortunate. In the 
year I have been in Congress, I have had not more than three com- 
plaints, I believe from my district on faulty construction, and there 
must have been thousands, 500,000 in my district in California and a 
very large building program. The question is this: Don’t you think 
possibly one of the difficulties is a weakness in the local building codes 
in some areas in the country ? 

Mr. Stone. Yes, sir; it undoubtedly is a part of it. And it is also 
a part in the weaker inspections of local building planning groups 
within the city or county. We accept the city inspections for plumbing 
and electrical wiring. 

The CHairman. Mr. Stone, let’s go to conflict of interest. What are 
the policies of the Veterans’ Adminisrtation concerning conflicting 
private interest on the part of private salaried VA personnel and fee 
personnel ? 

Mr. Sronr. We try to avoid any conflict of interest on the part of 
our salaried personnel. In cases of that nature which come to light, 
of course, action is taken on them. And as to the fee personnel, of 
course, any project that comes in, they have it pretty well understood 
who are the officials, who are the owners, who are the partners in the 
organization, and naturally no fee appraiser that is connected with 
that or ganization is given any assignment in the work, either for ap- 
praisal or for complia ince inspections. 

There have been some few cases that I have known about, where 
ene has been a little bit of misunderstanding or misstatement given 

by the fee people that they did not have an interest in it, and when 
we have found that out we have suspended them. We don’t have any- 
thing more to do with them. 

The Cuamman. Does the VA require a statement from a fee ap- 
praiser that he has no interest? Is it spelled out to where you can 
pretty generally tell whether he has an interest ? 

Mr. Sweeney. On the forms they are supposed to certify that they 
have no direct or indirect interest. Then if he has a particular in- 
terest in it, he is supposed to let us know. 
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Now, Mr. Chairman, this is a problem, because, as the gentleman 
who was here before said, whom I have never met, talking about this 
conflict of interest, there are many men in those communities, a mem- 
ber of a board, of a bank, or a building and loan, and we rely on their 
integrity and honesty. Admittedly there are some situations in this 
day where someone may want to make a quick dollar and he may have 
an interest. But we ask them to Jet us know. Now, as Mr. Stone 
says, there are some people who maybe indulge in oversight or maybe 
they are willful in the matter, but I feel if our field offices are on their 
toes and are regulating their values out there, regardless of whether 
the man had a proprietary interest or not, since we review those ap- 
praisals and are supposed to check the comparables, I don’t think 
there would be any element in there that he is wrongly influencing 
the VA. 

The CuatrmMan. Do you make a check on this, or leave it up to the 
loan guaranty officers in the field ? 

Mr. Sweenry. Under their instructions we are supposed to qualif 
these folks. They are supposed to check on their background. Ad- 
mittedly, I don’t know in the haste of these eg omer whether 
they do a thorough enough job. I have my doubts about it. On the 
other hand, I think that when an appraiser, a compliance inspector, 
has been appointed, I would assume that that office has made some in- 
vestigation to see whether he has a proprietary interest. I mean, 
that would just be a matter of self-protection out there. 

Now, you do have these situations that arise where, as I say, people 
trying to make a quick dollar make a mistake every now and then, 
and they get caught. 

The Cuarrman. Mr. Sweeney, before I recognize Mr. Edmondson : 
I asked a question awhile ago about a veteran who applies for a loan 
and there is a 2 percent discount involved and he refuses it because of 
the 2 percent discount. 

Mr. Sweeney. The veteran would not turn it down. It is up to the 
seller. If the veteran gets his loan, this matter of the discount is be- 
tween the lender and the seller, and the veteran does not enter into 
that picture. 

The Cuarrman. What if the seller turns it down ? 

Mr. Sweeney. Sir, we think that if that is a loan that is comparable 
in the metropolitan area, and if the terms are about the same that we 
would approve, we will just say, “You will have to find another 
property.” We will turn down that application for a direct loan, 
sir. 

Mr. Epmonpson. Do you have any regulations, Mr. Sweeney, that 
apply to fee appraisers and inspectors on the subject of acceptance 
of gifts from builders, lenders, and real-estate operators? 

Mr. Sweeney. I don’t think we have anything specific on the ac- 
ceptance of gifts, sir. No, sir. We do have it on our employees. 

Mr. Epmonvson. Do you have it for fee inspectors and appraisers 
on the subject of acceptance of loans from lenders participating in 
the loan-guaranty program ? 

Mr. Sweeney. Well, no, sir, we don’t. Now, when you say loans, 
well, if it would be a lender, and the fee man want in there to get a 
personal loan, I wouldn’t bar him from that. If it was on the pretext 
of loaning money, and a gratuity, that is something else. 
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Mr. Epmonpson. Do you see any reason why a man appraising a 
piece of property on which a loan was being made should not accept 
a loan from the lender that is going to make the loan? 

Mr. Sweeney. Well, sir, if it was a commercial bank and was mak- 
ing a construction loan or a GI loan, and I was a fee man and went 
into the bank, I don’t know what the prohibition should be. Because 
he is making a conventional construction or a business loan, I don’t 
see why it would prevent me from going into the bank and doing my 
routine business. 

Now, if I get your point, sir, if another type lender is making a 
loan, let’s say a mortgage broker, I imagine that might be suspect, 
because that would be out of his routine business. 

Mr. Epmonpson. Well, is there any regulation on the question ? 

Mr. Sweeney. No, sir; not on the matter of loans to fee personnel. 

Mr. Stone. It is handled locally, and where they find such a thing 
that inspector gets no more work at all. And there have been occa- 
sions where our offices have found that. 

Mr. Epmonpson. Do you not think it would be helpful in clarifying 
the picture for these people if there were some regulations on the 
question ? 

Mr. Stone. These people are not Government employees. They are 
not hired by the Veterans’ Administration. They are listed as quali- 
fied and recognized, and reported to the builder, as “the man who is 
going to make the compliance inspection.” The fee is paid by the 
builder, who can charge it to the sale of the property. They are not 
under regulation of the VA. 

Mr. Epmonpson. As people contracting with the Federal Govern- 
ment to perform the service of inspection or the service of appraisal, 
would they not be obliged to abide by regulations on the subject 4 

Mr. Sweeney. They are not contracting with the Federal Govern- 
ment to do the job. We simply list them and refer them to the builder 
by giving them assignments. There certainly should be, and there 
will be, some very strong restrictions given to them on a national 
basis. Our offices handle that in the field on their own. But we cer- 

tainly will be glad to draw up some very strict regulations, very 
similar to those that we do for our own employees, on the acceptance 
of gifts, or lendings, or anything of that nature. 

Mr. Epmonpson. Then in substance there are no regulations today 
pertaining to the activities or conflicts of interests on the part of fee 
inspectors or fee appraisers. 

Mr. Stronr. There are no regulations on a national basis. They are 
handled direc tly with each office. 

Mr. Epmonpson. Do you know of any regulations promulgated by 
regional offices on the subjec t? 

Mr. Sronr. They can’t of course make regulations. They do it by 
checking and looking into it. And whenever any report is made, 
usually the chief attorney or somebody makes an investigation. 
Suspensions have been made of individuals when they find they are 
guilty or suspected. 

Mr. Epmonpson. Well, is there any set of standards or regulations 
that have been supplied to the regional offices to apply in their checks? 

Mr. Stoner. Only verbally: verbal instructions probably to the 
offices. No printed instructions. 


72303 56 —10 
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Mr. Epmonpson. Thank you, sir. 

The Cuatmman. Mr. Christopher ? 

Mr. Curistopuer. Mr. Stone, by what right or reason or regulation 
are private lenders permitted to charge that discount fee? Where 
do they get the right todo that? Or do | they have the right? Do they 
just say, “We will make the loan if you pay the fee, and we won’t make 
the loan if you don’t pay the fee”? Is that the way they do it? 

Mr. Srone. On the subject of discounts, it is way beyond me, sir. 
It is business. 

The Cuairman. Mr. Christopher, if you would not mind, after we 
finish this conflict-of-interest question we have a series of questions 
on discounts. 

I do not know whether this question was asked previously, but what 
about the regulation of outside activities? Are the regional offices 
supposed to make the check? Or is central office making a check ¢ 

Mr. Sweeney. There are no specific regulations on outside activi- 
ties, sir. 

Mr. Chairman, if I follow the inquiry of Congressman Edmond- 
son, you have a problem dealing with these individual contractors, 
private interests. But if I gather what Congressman Edmondson 
is inferring, maybe we ought to establish a code of ethics for those 
dealing with us, rather than regulations. Because as you well know, 
we could not regulate private business. But where they are doing 
business with the Government on a contract basis, I assume that they 
would conduct themselves on a high plane of ethics. 

Mr. Epmonpson. You could establish a set of regulations that govern 
who would be approved for inspectors and appraisers, though. And 
when your regional office went beyond those regulations, the central 
office could step in and disallow that approval. So your regulations 
could certainly apply in the regional office on the’ question of the 
listing of the inspectors and the listing of the appraisers, could it not? 

Mr. Sweeney. Mr. Congressman, with the permission of the chair- 
man, I suggest that we take that matter under advisement and report 
to the committee on a plan and see whether it is acceptable, sir. 

The CuHarrman. Then obviously from Mr. Edmondson’s questions, 
you have not considered the matter of sufficient importance to do much 
about it. In other words, you have your 2 percent around the country 
regardless of what youdo. But it really has been no problem as far as 
you are concerned. 

Mr. Sweeney. Well, sir, we do have cases where individuals, as I 

said a while ago, do not fully inform the VA if they do have an interest 
in a particular project or a particular house. It is upon discovery 
later on by some inquiry and some investigation. We try to rely on 
the integrity of the individual to report matters to us. Now, there 
are some people that fail to properly fill in the certification, and it is 
only by some investigation or by some complaint from some disgruntled 
person that we find what these facts are. That matter I think we will 
study to see what we can tighten up on it. 

The Cuarrman. If I became a fee appraiser, would I be required to 
list my outside activities ? 

Mr. Sweeney. No, sir. 

Mr. Svonr. Mr. Chairman, I would like to read the regulations on 
the restriction on designated fee appraisers: 
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A designated fee appraiser shall not make an appraisal except of alterations, 
improvements, or repairs to real property, entailing a cost of not more than 
$2,500, if such appraiser is an officer, director, trustee, employer, or employee of 
the lender, contractor, or vendor; provided, that appraisals of non-real-estate 
loans may be made by an office, director, trustee, employer, or employee of the 
lender of a class specified under section 500. An appraisal made by designated 
fee appraisers shall be subject to review and adjustments by the Administrator. 
The amount determined to be proper upon any such review or adjustment shall 
constitute the reasonable value. 

Then we have a clause in here for suspension or removal: 

Upon it appearing that an appraiser designated by the Administrator is not 
qualified to make appraisals of the type for which he is appointed or has engaged 
in any practice detrimental to the interest of the veteran, lender, or the Govern- 
ment, he may be suspended or removed by the Administrator; provided, that 
such action shall not prejudice the guaranty or insurance right of a lender 
who has in good faith acted in reliance upon a designation of such appraiser 
prior to receiving notice of such suspension or approval. 

And each time that the appraisers work on a job, they sign that 
they have no interest in that property in any way. 

Mr. Kearney. Mr. Chairman, would that not in itself be somewhat 
of a code of ethics? 

The CHarrMan. It seems to me it would be. I wondered about gifts 
and loans. 

Mr. Stone. We have, as I stated, the matter of gifts and loans 
covering our employees; we can, and do notify, in meetings the re- 
gional offices have with their compliance people and appraisers— 
they cover that very thoroughly, as much as we feel we can where 
they are not governmental employees. 

But if you feel that we can put it into a restriction—naturally, 
it should be. 

Mr. Suvurorp. Mr. Stone, do you not feel that you have got to 
rely on the integrity of the individual who is making the : appraisals, 
or the inspections ? And probably your whole trouble has been a 
little carelessness in checking up on your appraisals and inspections, 
not only from the home office, here, but from the field offices. There 
has not been enough supervision by responsible parties to determine 
whether or not you are getting proper appraisers or proper inspectors. 

Mr. Stone. Certainly we will have to agree with you. 

The Cuatrman. I think you have to rely on the integrity of the 
individual, but I also think you have to check on him. 

Mr. Suvrorp. I agree that you have to have some rules and 
regulations. 

The CHatrRMAN. Let us go to discounts. What would the Vet- 
erans’ Administration attitude be toward a bill which would flatly 
prohibit discounts? 

Mr. Stone. A bill of that nature was in effect, I believe, until 1953 
or 1954, and Congress canceled it and amended it. 

Mr. Sweeney, you were in charge of the program then. I think 
you had better explain it. I was not here at that time. 


Mr. Sweeney. I[ think, Mr. Chairman, you are aware of what de- 
veloped in 1950, about the law. 
The Cuatrman. A lot of members of the committee are not. Will 


you review it for us? 
Mr. Sweeney. I will briefly summarize that it authorized the Ad- 
ministrator of Veterans’ Affairs to control the charges payable by 
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builders on conventional construction loans and also the discounts 
that were charged in connection with an FHA or GI loan. 

Originally the law had primarily to do with builders. Subsequently, 
I think in 1952, the Congress saw fit to put in the prohibition of the 
seller of existing housing paying discount. 

Then that law was modified, in 1953, I think it was, where we were 
prohibited from making any regulation with respect to the absorp- 
tion of the discount incurred by an originating lender when disposing 
of a loan to a secondary investor. 

Then in 1954 the Congress saw fit to abolish such provisions of the 
act of 1950 in toto. 

Now, I might add as to some of the administrative difficulties we 
had with respect to administering that program. We had learned 
counsel devising ways in which to circumvent or avaid the law, not 
necessarily to break the law. 

One of the big problems we got into on this question was about agree- 
ments to repurchase loans, and those arrangements involved a default, 
the net effect being that the loans were obtained for 95 or 96 or what- 
ever the arrangements were. 

As time went on, builders began to operate as lenders. And there 
were many novel and ingenious ways to get around discount controls, 
but the general plan was that a lot of builders would originate their 
loans in their own name or in the name of a subsidiary or affiliate com- 
pany, and consequently, since it was their paper, they had the right 
to sell it at any figure they wanted. 

The Congress then saw fit to abolish the law. 

You asked, Mr. Stone, a question as to whether this committee or 
the Congress could reimpose that. I am afraid we would be back 
in the same situation. 

We could put the law in, but I am fearful that in a tight money 
market you would have less and less GI loans. I mean, lenders are 
looking for yield. 

The Cuatrrman. What about a 2-percent discount, or any figure? 
What about a discount of 1, 2, 3, 4,5, 10, 11 percent? 

Mr. Stone. They would still be looking for 3, if you put it 2. 

Mr. Sweeney. You havea credit plus situation in the New England 
areas. We have loans being made up there today at par, and in fact 
some lenders, depending on how funds accumulate there, are apt to 
go out and pay a premium in order to get their money working; 
whereas, particularly in Texas and on the west coast, money is avail- 
able only at a price. So you always have this dislocation in the flow 
of funds. 

The Cuatrman. Mr. Sweeney, are you saying if we pass such a 
law in certain parts of the country, there just wouldn’t be any money 
available? 

Mr. Sweeney. That is true. 

The Cuarrman. But what about a law prohibiting discounts, and 
at the same time we provided money for loans? In other words, we 
are just kidding ourselves to tell the veterans they are getting loans, 
the way it is. 

Mr. Sweeney. If I may, I would like to point out that during the 
last year our guaranteed loan closings per month ran over $600 million 
permonth. In fact, 1 month I think we ran up as high as $715 million. 
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Geographically, I don’t know what the volume of money would be to 
meet the demand, but I imagine it would be several hundred millions 
a month. Now, I think that factor is for the consideration of the 
committee or the Congress. 

Mr. Epmonpson. If we raised the maximum interest rate to about 
6 percent, we would probably have a bigger volume than that, would 
we not, Mr. Sweeney ¢ 

Mr. Sweeney. As far as the Government-guaranteed loan is con- 
cerned, we would be at the low end of the totem pole. In the money 
market, the moment interest rates go up, everything goes up com- 
parably. As you know, in the field of competition between savings 
institutions, their dividend rate would go up. And as you well know, 
we had promises that when the GI interest rate went ‘from 4 to 41/,. 
that some of these discounts would level off. Well, everything else 
went up relatively. And we would still be here, whether you put it 
at 5 or 51% or 6. In the view of some of the financial experts, they 
feel that, yes, it would bring a flow of money. But again you get back 
to these geographical factors, where the demand is high out there on 
the west coast, the Southwest, and the other areas, and I don’t think 
that the increase in the interest rate would be a compensating factor. 
It might mitigate the amount of the discount, but as long as you have 
a tight money market and the lender is looking for yields, they will 
still make money available at a price. 

The CHatrrman. Mr. Sweeney, we had a group up here from Ar- 
kansas yesterday, who claimed that there were 9- percent discounts 
in their area. Now, if you knew there were 9-percent discounts in 
the State of Arkansas and you had available money that you could 
put in there if you wanted to 

Mr. Sweeney. Sir, if we find any veteran in a direct loan area is 
faced with a lending that is making a charge in excess of two points 
we will go ahead and make the direct loans. 

The Cuartrman. Let us understand that. Repeat it, please. 

Mr. Sweeney. If we find lenders asking for more than 2 points 
in a direct loan area, such as you say, charging 9 points 

The Cuatrman. No, you missed my point, Mr. Sweeney. In this 
particular area in Arkansas these men contend that they are getting 
a 9-percent discount. This isa guaranteed loan. 

Mr. Sweeney. A guaranteed loan. Nine points is paid? I have 
heard in some areas builders are paying 7, 8, and 9 points. 

The Cuatrrman. Assume that such a situation exists and you had 
available money. Could you go into a State where that discount is 
being charged and make direct loans to the whole State? What would 
the effect be on money coming into that State ? 

Mr. Sweenrty. We have never given any study to the opening up 
of direct loan areas, just based on discounts, sir. We have not made 
that a criterion for opening up funds. 

The CHarrman. I know you have not, but you have had a lot of 
experience in this thing. And what would happen in a State where 
they were paying 5, 6, 7, 8, and 9 percent discounts, and you had the 
money to make direct loans? Then what would happen? 

Mr. Sweenry. Let me answer you as a practical matter that if the 
Government went in there competing with private lenders, and the 
volume of money was sufficient to meet the need, I would assume that 
it would have some salutary effect on the market; that even your 
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local lenders or outside lenders would be in competition, and it would 
. ave some salutary effect about minimizing these discounts, sir. Be- 
‘ause they have to have their money out, sir. 

The Cuamman. Could you give us any kind of an educated gusne 
as to how much money it would take to do that for the entire countr y? 

Mr. Sweeney. I don’t have the figures available. But as I said a 
while ago, our loan closings are around $600 million a month. And 
I would guess for these particular areas—one of these gentlemen 
could correct me on the geographical aspect—I would say about a 
quarter of a billion a month. About a quarter of a billion a month. 

The Cnarrman. You are talking about total now. 

Mr. Sweeney. I am talking about the total for those areas. 

The Cuatrman. Those areas / 

Mr. Sweeney. Yes. Where we have the high discounts. When 
I say “high discounts,” I am now referring to something over two 
points, sir. 

The Cuarman. The truth of the matter is, Mr. Sweeney, that 
there has been an absolute discrimination against veterans who live 
in areas of the country where there is a shorta age of money. And that 
direct relationship exists or is shown in the manner of loans that 
are made. In other words, in an area where there is money, the per- 
centage of veterans making loans is much higher, probably double 
what it is in areas of the country where money is not available. 

Mr. Sweeney. That is very true, Mr. Chairman. 

The Cuarman. It seems to me in these next 2 years we ought to 
try to do something to alleviate that. We ought to find money for 
those areas where veterans have not been able to get loans. 

Mr. Sweeney. Well, I can’t disagree with you, sir. If we are 
putting all of our veterans on a parity, in a matter of terms and 
interest rate getting the same terms, I think some study should be 
made to se how we could work out that disparity or dislocation. 

The Cuamman. Do you have any recommendation to make along 
that line ? 

Mr. Sweeney. No, sir, we don’t have any right now. We are 
caught unaware on the problem, but we will make a study if it is 
your wish, sir. 

The Carman. It surely is our wish. Because I personally “ 
not want to extend the program. What the committee will do, I 
don’t know. But I want to do everything humanly possible as chair- 
man of the committee to see, in those areas where the veterans have 
not had a chance to get their home loans, that they have a chance 
before this loan program closes. 

Any other questions from members of the committee ? 

Mr. Curistoruer. I would just like to make this remark, Mr. Chair- 
man. Let us assume that the private lender knew that the only loan 
he could get would be at par, all over the United States, and that if 
he did not want it the Veterans’ Administration had the money and 
would make the loan direct. The private money lender is going to 
exact the last fraction out of the vet that he can get. And the vet- 
eran pays it inthe end. If the builder pays that discount, it is added 
to the price of the house. 

The Cuarrman. Certainly. 

Mr. Curistopner. And any man that would not think that would 
be the case would buy a hair restorer from a baldheaded barber. And 
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we are leaving the vet at the tender mercies of the private money 
lender. 

It is high time this committee did something about it without tak- 
ing a year or 2 years to study and investigate and appoint a commis- 
sion. We know what is wrong. 

The CuarrmMan. We were down to San Antonio a couple of yea 
ago, and they told us they could loan all a money they w: cate in 
downtown San Antonio. Why should they go out in the country? 
They did not need to. 

Mr. Stone, I have a letter here I want to read a paragraph out of. 
This letter is from an individual who has been associated with your 
loan-guaranty program for a long time and is still associated with 
the loan program in a certain capacity. He makes the following state- 
ment. Hesays: 

The Veterans’ Administration program is no longer a veteran’s program but 
strictly a builder’s vehicle for volume production. The veteran has no say as 
to quality or design on the particular price he is buying. He simply buys a pig 
in a poke, relying on the 1-year warranty for acceptable construction. He also 
states that the quality of fee personnel being used by the VA is deteriorating 
due to restrictions on earnings and to lack of technical supervision by the VA. 

That letter came from a man that I know personally has had a lot 
to do with this program, and I have a lot of respect for his statement. 
For that reason I would like to hear your comments on that. 

Mr. Stone. I think, sir, the fact is that these great building projects 
that have been started up through the years have just regimented 
the whole of the residential building of this country. You go through 
an area, and it is house after house alike, and you don’t know which 
one is yours. 

It is very true that in the mass building program that has been going 
on since 1946 or 1947, and due to the great cost, the high cost of mate- 
rial, and so forth, the builders have had to go into mass production to 
keep their costs down. 

We have got to realize that is a mass building project. It is not a 
custom-built house. The veteran is greatly handicapped by his years 
of service in the Army and in the war, and he has not been able to have 
money available unless it has been left to him, where he could go and 
buy a custom-built house. 

So it is very true in my personal opinion the FHA and the VA and 
the Government as a whole, as well as conditions, have brought about 
what I term, personally, a regimented housing situation. 

Now, it is very true that our compliance inspectors have not deterio- 

rated, due to the cutting of their money earnings. We cut the money 
earnings of the ce ompliane e people, so that we would be reasonably sure 
that they would do a good job. 

We had instances that I discovered of a complianc e inspector mak- 
ing several thousand dollars a month at $5 an inspection, which I 
think I figured out one time would mean that this particular person 
would have to make around 700 inspections a month. Well, that is 
just absolutely impossible, to do it right. 

We don’t know just how many they can make. We have estimated 
it. We have figured it in many ways. <And it is our considered opinion 
that an inspector should not make over 12 inspections a day. And that 
would be on an average. 
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The first inspection takes less time than the final. But on an aver- 
age they can work out satisfactorily about 12 a day. 

We have set the limit of $1,000, and they have exceeded that in many 
cases, and we have approved in some cases, where there is a shortage 
of inspectors, that they go up to $1,200 to $1,500 during that partic- 
ular month. 

Our offices are instructed to watch it very carefully. There has 
been a concerted effort by some of the groups for higher prices, for the 
fee work. It varies in many cases on appraisals. Organizations of 
course try to get together to get higher prices and higher wages for 
their people, and we have met that to the best of our ability. 

We do allow greater fees where the job cost is higher, where they 
have to go on a mileage basis, using a car a great deal, for maybe 15, 
20, or as high as 50 miles, or more. 

My personal opinion is that the quality of our inspections has im- 
proved. But we still have a lot of them that certainly don’t show 
improvement. And we know it. And we are doing everything that 
we can to remedy that situation. 

I have a little situation now between a couple of former compliance 
inspectors that we do not give any more work assignments. Well, 
they are writing letters and doing a lot of teardown criticism, it re- 
mains to be seen just what comes about. 

Any time we try to take corrective action on personnel, they run to 
their Congressman or to somebody else, and then we have a harder job 
to get it corrected. 

So we are doing everything we can. Our feeling is that our mana- 
gers are doing a splendid job now. They are watching it. They are 
going out. They are getting out. I have ordered them to get off 
their chairs and get out into the field and look over these buildings 
and to take their assistants and all of their people. And they are 
doing it, not in all cases enough, but I think we are gaining. 

I don’t know that that answers the person’s letter, but I agree with 
him to a great extent, that a veteran cannot choose his house today 
unless he has got money enough to buy and build a custom-built house. 

The Cuatrman. Mr. Weaver ? 

Mr. Weaver. I was just going to say, with due respect to Mr. Stone’s 
opinion, that I don’t see how any inspector could properly and com- 
pletely inspect 12 houses in a day if we were going to do it during day- 
light hours. 

Mr. Stone. Of course, I said that was the average. 

Mr. Weaver. I realize that there are different things to do on the 
three different inspections. f 

Mr. Stone. If he was going over in all sections of the town, he 
couldn’t. But that is basing it on a group of houses right close by. 
Now, there are some parts of the inspection, for instance, the excava- 
tion and that part, that go very rapidly, and he does not need to be 
there very long. But in the other inspections, it makes longer time 
necessary. He could take 5, 6, or 7 of the quick ones and maybe 1 or 2 
of the closing ones. 

That is very liberal. I would much prefer to have it in the 10 
category. 

The Cuarrman. Mr. Sisk? 
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Mr. Sisk. I would just like to inquire, quickly: I believe you said 
3,474 persons now are provided under your present budget for 1956. 
Is that correct ? 

Mr. Stone. Yes. 

Mr. Sisk. Is that an increase, or a decrease, in personnel over last 
year ¢ 

Mr. Stone. That would be an increase over present personnel. 

Mr. Sisk. Of about how many ? 

Mr. Stone. We had 3,117 in 1955. The estimate for 1956 is 3,449. 
The estimate for 1957 is 3,474. 

Mr. Sisk. In other words, that is actually an increase. 

Mr. Stone. Oh, yes. In "addition to thi at, I think this is very im- 
portant, Mr. Chairman. I think it is very important, this question, 
here, and the answer, to show what the increase in personnel has been 
in this loan- -guaranty program. 

In addition to adding several hundred people, bodies, to the pro- 
gram itself, we have taken from loan guaranty, no longer considered in 
this group, 700 people doing administrative filing and hi andling of the 
records of that nature. We have taken several hundred people doing 
the finance work. 

So roughly the increase in the number of personnel, compared to 
21% or 3 years ago, would be better than 1,000 people. We have taken 
those duties from loan guaranty and put them over into other branches 
of our department, to speed up the work. 

Mr. Sisk. Then don’t you think that you are going to be, or will be, 
or should be now, in a much better position to supervise? That seem- 
ingly is the need with reference to this fee appraiser and inspection 
problem, the getting out of your managers and the people in your office 
and going out and seeing that they are doing a job. Isn’t that the 
only way they will ever do a job? 

Mr. Stone. It is the only way that we can accomplish anything. 

Mr. Sisk. That is all, Mr. Chairman. 

The CHAtRMAN. Any other questions from any other member of the 
committee ? 

I think we are more concerned about this than the VA appears to be. 

Mr. Strong. Oh, no. 

The Cuatrman. We want you to give us any suggestions you have 
as to what this committee shoud do, to improve this situation. We 
will try to see that this program works out well for the net 16 months 
until it expires. We have some proposed legislation that we ho 
will help. We do intend to have our subcommittee go around the 
country and try to publicize what is happening as muc ich as possible. 
Any way this committee can help you, we would like to know about it. 

Mr. Stone. We certainly appreciate that. And we will certainly 
use your offices to every possible extent that we can. 

I have been very frank in my statements. I have not tried to hide 
or cover up any of our faults of our office, here, or our managers and 
loan-guaranty people in the field. And, of course, I get criticism 
sometimes for complaining about our compliance inspectors. But 
when we know there is a bad job being done, we are going to admit it 
to the world, hoping that perhaps that will correct some situation. 

We are not interested in developing any organization or anything of 
that nature on a permanent basis. Our people are working loc: ally 
with their compliance inspectors, their appraisers, and we w vant that 
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to be continued because we cannot sit in Washington and appraise 
property or inspect property in California or wherever it is. It has 
got to be done in the field. We have got to get all of our strength 
there. And we want that to be our ultimate object, of course, to do 
everything possible. 

Mr. Suvrorp, There seems to be somewhat of an emergency right 
at the present. VA is getting criticism because of the fact that they 
are not making loans, and pressure is being placed on the VA not to 
make loans, apparently. And as I underst: ind it, the ruling of the VA 
is responsible for the discount. It is not the law. The law has noth- 
ing in the world to do with it, as far as the making of a direct loan 
after it has been submitted to a lender through this « organization. It 
does seem to me, Mr. Chairman, that the VA by regulation can start 
immediately to make these direct loans, without discount, where the 
discount agencies, or the bankers rather, won’t make the loans unless 
they do have a discount. That isn’t provided by law. That is a regu- 
lation of the VA. And that could be corrected without the nec essity 
of legislation. I think that the VA should do that immediately. 
They have over a hundred million dollars which Congress gave them 
to make these loans. And yet they are not making them at all. 

The Cuairman. Mr. Sweeney, in line with what the judge has said, 
suppose you went into a town of my district, the town of 25,000, of 
Corsicana, Tex., and publicized the fact that because of discounts you 
had made a couple of direct loans there. What do you think would 
happen? 

Mr. Sweeney. With respect to the local problem ? 

The CHarrmMan. Yes. 

Mr. Sweeney. Well, your application of two loans is rather minus- 
a so far as having any psychological effect on the discount market. 

I don’t know whether 2 loans or 10 loans would have any effect on the 
local lenders or on the secondary markets there. We would have the 
money limitations there, and if we made two loans a quarter, there, I 
doubt whether we would have any repercussions. I think Congress- 
man Christopher has the idea. You would have to go in on a much 
larger scale in order to have any psychological effect, to have the 
lenders adjust their discounts or come up near a par market. 

Mr. Srone. If it wasn’t for showing a little favoritism to the vet- 
eran, [ would like to try it to see what would happen. 

The Cuatrman. I wish you would. I suspect the lenders would 
scratch their heads that night and start doing something about 
discounts. 

Mr. Curtstoruer. Especially if it was accompanied by a statement 
from the Veterans’ Administration that unless the private lender did 
loan at par as many of those loans would be available in that town at 
par direct as were needed. They not only would scratch their heads. 
They wouldn’t sleep that night. 

Mr. Stoner. Of course, the whole thing depends on the amount of 
money available. 

The CHarrman. Thank you very much. 

We have Mr. Harry G. Miller from Arkansas, and we would like 
to listen to him for just a few minutes. 

Mr. Curtstorner. I have a unanimous consent request to make. I 
would like to ask that this letter from Mr. Dancey, of the Kansas 
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City Veterans’ Administration regional office, be included in the record 
at this point. 

The Cuarrman. Without objection, it will be included. 

Mr. CuristorHer. And return it, please, for my files. 

(The letter referred to follows :) 


VETERANS’ ADMINISTRATION, 
REGIONAL OFFICE, 
Kansas City, Mo., January 18, 1956. 
Hon. GEORGE CHRISTOPHER, 
House of Representatives, 
Washington, D. CO. 

DeaR Ms. CHRISTOPHER: Recently your Secretary, Mr. Don L. Dyche, called 
at my office and discussed the letter written to you by a veteran, Mr. Cloyce 
Paul Gideon, regarding the residence that he had purchased with a VA-guar- 
anteed loan at 9911 Crane Road, Kansas City, Jackson County, Mo. The visit 
by Mr. Dyche was to ascertain what if anything could be done to correct the 
difficulties discovered in the home by the veteran purchaser and other veterans 
after purchase of homes constructed by the SNF Co. in a development known 
as the Steele addition in Jackson County, Mo. I assured Mr. Dyche that this 
office would take whatever steps were necessary and which come within your 
authority to see that corrections were made. 

Inspection of the records in our Loan Guaranty Division, disclosed that our 
appraisal officials had already requested the officers of the development company 
to come to our building and discuss the deficiencies for the purpose of deter- 
mining corrective action. This meeting had occurred in the latter part of 
December and it was agreed that the builder would meet an inspector at the 
development as soon as arrangements could be made for such a meeting and 
decide on the work to be done at each of the houses affected. 

Since my conference with your secretary, our loan guaranty officer had further 
contact with the builder and ascertained that the builder had had a preliminary 
meeting with the inspector at the subdivision and had arranged for corrective 
work to start right away. In answer to the loan guaranty officer’s inquiry, the 
builder informed that he had deferred this meeting until after the Christmas 
holidays thinking that the veterans would prefer not to be disturbed during 
the holiday season. 

Yesterday afternoon our loan guaranty officer, Mr. Wiley C. Crawford, accom- 
panied by the assistant chief of our appraisal section, visited the Steele addition 
and met the builder as well as the compliance inspector, to ascertain just what 
corrective measures are being taken. He reports that the builder has already 
completed some of the corrective work and workmen were on the job at the 
time of his visit. Several of the items to be done will have to wait until more 
open weather. However, Mr. Steele informed our officials that he would pro- 
ceed with the work that can be done as fast as possible. Our officials have 
required that Mr. Steele inform them when he has completed all the work 
necessary and to the satisfaction of the veteran purchasers. 

This development company and the builder, Mr. Steele, have been placed under 
restriction by our appraisal section until the work in this subdivision has been 
satisfactorily finished. 

Although your office has sent no copy of the letter received from Mr. Gideon 
and other veterans in the Steele addition, we felt that you should have this 
information concerning the steps that we have taken to obtain correction of 
the difficulties. 

Very truly yours, 


KeitH W. Dancy, Manager. 
The CyHarrmMan. Our thanks to you, Mr. Stone, and to you, Mr. 
Sweeney, and the gentlemen with you. 
Mr. Miller, will you come up, take the chair, and give us your full 
name and address ¢ 
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STATEMENT OF HARRY G. MILLER, CORYELL COUNTY, TEX. 


Mr. Mitier. Thank you very much, Mr. Chairman. I hope you 
gentlemen will give me just a few minutes. My name is Harry G. 
Miller, from Arkansas and Coryell County, Tex., if you please. I 
make a living in Arkansas and spend most of it in Texas. 

The CHarrman. Where do you vote? 

Mr. Mitier. Beg pardon, sir? 

The Cuarrman. Where do you vote? 

Mr. Mixer. I vote wherever I think the best candidates are. 

The Cuamman. You cannot do that. You have to pay your poll 
tax if you are going to vote in Texas. 

Mr. Mitier. In realize that, Mr. Chairman, but I have been around 
a longtime. In 2 more years I will perhaps get my veterans’ pension, 
if there is one at that time, and my social security. 

But I am here for a particular reason. Iam a businessman, and the 
gentleman who wrote this letter to the American Legion headquarters 
in Washington is a very personal friend of mine, Dr. G. E. Murphy, an 
M. D. of my town and a national legislative committeeman of the 
American Legion, of which I am staff department commander. 

We have seen the housing situation in our community for years 

The Cuarrman. Would you prefer to sit down ? 

Mr. Mitxrer. No; I would prefer to stand. I have been sitting all 
morning. 

We have seen the housing situation for years, and I think you gentle- 
men of this committee would be interested in hearing from somebody 
who isn’t financially interested, just somebody who is trying to help 
veterans, particularly the Korean veterans, who have no money for 
down payments on homes. 

Dr. Murphy and I some few years ago devised the idea that we might 
get a housing project started, and the little we get out of it is the name, 
which is called Murmill Heights, dedicated by the Governor of Arkan- 
sas, because he thought it was such a fine project. Today we have 
about 150 houses completed, and we have room for 500 more, but 
because of this interest that these boys are paying we feel that they 
can’t go any further, and as to the down payment we know that no 
Korean veteran has it. And I want the chairman to remember I am 
interested only in the veterans, because for 35 years I have been a 
service officer of my Legion post in my community, and I have been a 
member of the American Legion for 37 years. 

And if I may, please, sir, this is a letter written by Dr. Murphy, and 
perhaps I can’t put the explanations in the proper place, but I know 
down in my heart I understand the situation with these boys. He said: 

I hope you will consider the feasibility and advisability of a congressional 
investigation into what seems to be outrageous kickbacks and subterfuge to 


circumvent the expressed intent of Congress in connection with the GI housing 
program. 


While I am informed the same situation exists in the Federal Housing Admin- 
istration, I am primarily concerned with the veterans’ program. In case you 
are familiar with the alleged irregularities of this program, I am sending along 
the following information, which, from the investigation I have made, seems 
entirely authentic. 





Gentlemen, I am a layman, not a lawyer. 





ara 
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The key gimmick in this unsavory operation is the practice of discounts on 
Government-backed home mortgages by mortgage bankers up to 11 percent, with 
discounts of 5 percent most common. 

This means that the homeowner has from $600 to $1,100 added to the cost of 
a typical $10,000 home in addition to regular interest charges. Such practices 
clearly violate the intent of Congress, which has consistently refused to raise 
the interest rates for Government-backed mortgages about 4% percent. 

The discount works like this: A mortgage lender buys a GI loan for less than 
the face amount. In the case of a 9-percent-discounted loan, the lender pays the 
builder only 91 cents to the dollar. The builder does not absorb this. He may 
add the cost of the discount to the price of the house. 

The discount practice has been used as a lever to pry up interest rates on home 
mortgages ever since 1948. In the Housing Act of 1950, Congress directed the 
Federal Housing Commissioner and the Veterans’ Administrator to limit and 
control fees, charges, and discounts imposed by lenders upon builders and home 
buyers in connection with home-mortgage loans. 

Enforcement of this provision helped to maintain ceiling interest rates un- 
changed until 1953. Under a new hard policy, mortgage money was tightened. 
Mortgage brokers applied the discount leverage. This time they got their in- 
crease. In May 1953 the ceiling rate on VA-guaranteed home loans was boosted 
by 20 percent, from 4 percent to 41%4 percent. 

In 1954 an attempt was made to have Congress approve an interest-rate ceiling 
of 6 percent, subject to the President’s discretionary authority to raise it that 
high on GI home loans. 

Authority for a maximum rate as high as 6 percent already exists under FHA. 
The American Legion opposed the proposal to extend this authority to GI home 
loans and in floor debate rallied sufficient votes to have it stricken from the 1954 
housing bill. 

However, the mortgage brokers did succeed in getting repeal of section 504 of 
the Housing Act of 1950—the one which directed VA and FHA to limit and control 
discounts and fees imposed by lenders upon builders and home buyers. 

Now with hard money back, the mortgage lenders are again using the discount 
lever to force a rise in the ceiling interest rate on GI home loans. VA and 
FHA spokesmen say they are aware of the discount charge but lack policy power 
to do anything about it. 

However, there is this interesting statement from an FHA publication titled 
“Detailed Summary of the Housing Act of 1945.” FHA, Office of the Administra- 
tor, August 2, 1954: Control of Lenders’ Charges and Fees, which says: 

“Section 504 of the Housing Act of 1950, which directed the Federal Housing 
Commissioner and the Veterans’ Administrator to limit control and fees and 
charges imposed by lenders upon builders and purchasers in connection with 
mortgage and home loans, is repealed. This provision is no longer needed, and 
adequate authority for the control of these fees and charges is otherwise avail- 
able.”’ 

Actually, the VA can police the discount abuse and protect the veterans from 
gouging by refusing to include in its Certificate of Reasonable Value, the discount 
charges that the builder has to pay. 


The Cuarman. Let me ask you a question right there. 

Mr. Mirixr. Please don’t ask me too many, now. 

The Cuatrman. Suppose the VA does that, and you don’t get any 
loans. What is going to be the reaction ? 

Mr. Mitter. Mr. Chairman, may I answer in this way: I am in 
business, I have several businesses. I make a fair living. But I 
had several telephone calls that told me to stay out of this business; 
that it wasn’t my affair. Dr. Murphy has been called repeatedly, and 
they have told him to stay out of it. And neither one to my knowl- 
edge has had anything but expense in building this project. And 
as the Governor, when he dedicated the project, said, long after the 
homes have been paid for and perhaps deteriorated, the name of Mur- 
mill Heights will long remember Dr. Murphy and myself. I am only 
familiar with the complaint of the veterans, and I know these gen- 
tlemen know this, and especially this gentleman here from Missouri. 
I have enjoyed his remarks. 
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The Cuairman. Let us go back to my question. Suppose the VA 
does that, and then you do not get any loans? 

Mr. Mitier. Well, I heard you discuss the VA here, the question of : 
What is the benefit of this VA money ? 

What is the benefit of this Congress appropriating this money for 
veterans if they won’t make a direct loan to us? 

The Cuatrman. They make direct loans. 

Mr. Miniter. We don’t get any in my country, Mr. Chairman. 

The Cuairman. I think we can prove to you that you do, maybe not 
in your home town, but in some of the rural areas you do get some. 

Mr. Miirr. I am just referring to my home town. 

The CHatrman. Not inthe town. You would not be getting direct 
loans there. 

Mr. Mrixer. I am just interested in my town. And may I say 
that since we have built these homes the preachers of my community 
have assured me that we have kept many veterans and their families 
together, since they were living in decent homes and not piled into 
a 2-room apartment with their wife and 3 or 4 children. And I 
thought perhaps I might have a little information that you gentlemen 
didn’t get, and I wanted to bring it direct from the field. 

I heard a discussion here as to the inspector. Don’t you know, 
Mr. Chairman, and gentlemen of this committee, that the majority 
of inspectors that I know are men who have other qualifications for 
employment and don’t depend entirely on the fee for the inspecting 
of a home ? 

The Crarrman. That is true all over the United States. 

Mr. Mitter. You must pardon me, sir, and I do appreciate this 
honor. I will finish this up, because I may get involved. 

The Cramrman. Please read more slowly, so that the members can 
hear it. We have plenty of time. 

Mr. Mitzer. I know you want to adjourn, Mr. Chairman. 

The Cuamman. The committee members are all pretty well fed. 
They are not in too big a hurry to eat. 

Mr. Mruter. May I just say this to you, please, sir: I had intended 
to leave, but Dr. Murphy asked me to stay over. All the information 
I have comes from what I have personally received in talking to 
the veterans. 

The Cuatrman. I think I suggested that you stay over for the 
hearing today . 

Mr. Miter. Yes, you did. Thank you, sir. You were the one. 

Now, you men are trained on this, and I must say again to you, 
Mr. Chairman, that I am not familiar with the finances; only the 
threats that I have had to get out of the real-estate business. 

Now, let me start, please, sir, from this third paragraph. No, I 
have read that. Pardon me. 

Sut the mortgage lenders have demonstrated that they can find many other 
reasons for rejecting a loan, if the builder fails to cooperate in the discount. 

It could even arouse the ire of Congress to such an extent that it would 
expand the GI loan program and provide the necessary funds in 100 percent 
direct VA loans. 

Former servicemen have demonstrated that they are better-than-average 
risks. By the end of August 1955, the VA had guaranteed more than 4 million 
home loans amounting to more than $30 billion. About 18 percent of the loans 


have been repaid in full, and claims have been paid on less than 6 out of each 
1,000 home loans guaranteed. 
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The situation is growing extremely critical now because more than 11,500,000 
veterans of World War II have not used their loan entitlement, and under the 
present law, they must use it soon or lose it. 

This has caused a tremendous increase in the demand for home loans, and 
loan activity for the first 8 months of 1955 exceeded that of any corresponding 
period in the 11-year history of the program. 

Unless we reinstitute provisions in the law to prevent these kickbacks and 
cireumventions of the congressional intent, mortgage backers may well tell 
veterans, not only how much discount to pay, but what contractor to use, where 
to buy his materials, and even where to build his home. 

I believe a full and complete investigation by the appropriate congres- 
sional committee will demonstrate the need for a written contract between the 
buyer and seller, which will contain, in plain English, all the provisions of 
the deal. This is the only way to properly protect our veterans. 


The CHatrman. Thank vou, sir. 

Mr. Mitzer. Thank you very much for your indulgence. 

The CHarrman. The committee will be adjourned. 

(Whereupon, at 12:35 p. m., the hearing was adjourned, subject to 
the call of the Chair.) 


x 








